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GROUP REORGANISATION AND BASIS OF
PRESENTATION

The Company was incorporated in the Cayman Islands on 27 July
1999 as an exempted company under the Companies Law (1998
Revision) of the Cayman Islands. Pursuant to a group reorganisation
(the “Reorganisation”) undertaken in 1999 to rationalise the
structure of the Company and its subsidiaries (collectively known as
the “Group”) in preparation for the listing of the Company’s shares
on The Stock Exchange of Hong Kong Limited (the “Hong Kong
Stock Exchange”), the Company became the ultimate holding
company of the Group. The Company’s shares have been listed on
the Hong Kong Stock Exchange with effect from 15 October 1999.
By a special resolution of the shareholders passed on 19 May 2000,
the Company changed its name from Yixing Xinwei Holdings Limited
to China Rare Earth Holdings Limited.

The Reorganisation involved the transfer of assets and liabilities of
companies owned and controlled by a director, Ms. Qian Yuanying
(“Mrs. Jiang”), wife of Mr. Jiang Quanlong (“Mr. Jiang”, a director
and chairman of the Company), to the subsidiaries of the Company.
Mrs. Jiang is also the beneficial owner of a trust, the trust assets of

which include the shares of the Company.

Pursuant to the Reorganisation, the Company became the holding
company of its directly and indirectly owned subsidiaries. The
Reorganisation was accounted for as a reorganisation of the Group
as a continuing entity and accordingly, the financial statements
have been prepared using the merger basis of accounting as if the
current group structure had been in existence throughout the years

covered by the financial statements being presented.

The Group is engaged in extraction, manufacturing and selling of

rare earth products and refractory products.
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PRINCIPAL ACCOUNTING POLICIES

The financial statements of the Company and the Group are
prepared in accordance with Statements of Standard Accounting
Practice issued by the Hong Kong Society of Accountants, accounting
principles generally accepted in Hong Kong, the disclosure
requirements of the Hong Kong Companies Ordinance and the Rules
Governing the Listing of Seurities on the Hong Kong Stock
Exchange. The measurement basis used in the preparation of the
financial statements is historical cost. Principal accounting policies

are summarised below:

a. Basis of consolidation
The consolidated financial statements include the financial
statements of the Company and it subsidiaries made up to 31
December 2000, prepared on the basis of presentation as
described in Note 1. All significant intra-group transactions
and balances within the Group have been eliminated on

consolidation.

b. Subsidiaries
A company is a subsidiary company if more than 50% of the
issued voting capital is held long-term, directly or indirectly.
Investment in subsidiaries presented in the financial
statements of the Company is carried at cost less provision
for impairment in value where considered necessary by the
directors. The results of the subsidiaries are included in the
income statement of the Company to the extent of dividends

declared by the subsidiaries.

cH Turnover
Turnover represents the net invoiced value of goods sold
after allowances for returns, discounts and applicable sales

commissions.
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2.

PRINCIPAL ACCOUNTING POLICIES (Cont’'d)

d.

Revenue recognition

Provided it is probable that the economic benefits associated
with a transaction will flow to the Group and the revenue and
costs, if applicable, can be measured reliably, turnover and

other revenue are recognised on the following bases:

(i) Sales of goods
Sales of goods are recognised when the significant
risks and rewards of ownership of the goods have
been transferred. Sales amounts exclude value-added
tax or other relevant sales taxes. Deposits or advances
received from customers prior to the passage of title
of the goods are recorded as a liability due to the

customers.

(i) Interest income
Interest income from bank deposits is recognised on a
time proportion basis on the principal outstanding and

at the rate applicable.

Fixed assets and depreciation

Fixed assets are stated at cost less accumulated depreciation.
The cost of an asset comprises its purchase price and any
directly attributable costs of bringing the asset to its working
condition and location for its intended use. Expenditure
incurred after the fixed assets have been put into operation,
such as repairs and maintenance and overhaul costs, is
normally charged to the income statement in the period in

which it is incurred.
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2.

PRINCIPAL ACCOUNTING POLICIES (Cont’'d)

e.

Fixed assets and depreciation (Cont’d)

Depreciation is calculated on the straight-line basis at annual
rates estimated to write off the cost of each asset over its
expected useful life. Leasehold land is depreciated over the
remaining period of the respective lease. The annual rates
are as follows:

Leasehold land Over the remaining period of the lease

Buildings 5%
Machinery and equipment 10%
Office equipment and fixtures 20%
Motor vehicles 20%

When assets are sold or retired, their cost and accumulated
depreciation and amortisation are eliminated from the
accounts and any gain or loss resulting from their disposal is

included in the income statement.

A write down will be made if the recoverable amount of fixed
assets is below the carrying amount. The write down will be
charged to the income statement as an expense. In
determining the recoverable amount, expected future cash

flows are discounted to their present values.

A subsequent increase in the recoverable amount of an asset
carried at depreciated cost is written back when the
circumstances that led to the write down cease to exist. The
amount written back is reduced by the amount that would
have been recognised as depreciation had the write down not

occurred.

Construction-in-progress

Construction-in-progress represents factories, office buildings
and staff quarters under construction and machinery and
equipment pending installation. Cost includes the costs of
construction, the costs of machinery and equipment, and
interest charges arising from borrowings utilised to finance
these assets during the period of construction or installation.
No provision for depreciation is made on construction-in-
progress until such time as the relevant assets are completed
and ready for its intended use. Construction-in-progress is

transferred to fixed assets when it is completed.
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2.

PRINCIPAL ACCOUNTING POLICIES (Cont’'d)

8.

Inventories
Inventories are carried at the lower of cost and net realisable

value.

Cost is based on the weighted average cost formula and
comprises all costs of purchase, costs of conversion and
other costs incurred in bringing the inventories to their

present location and condition.

Net realisable value is the estimated selling price in the
ordinary course of business less the estimated costs of
completion and the estimated costs necessary to make the

sale.

When inventories are sold, the carrying amount of those
inventories is recognised as an expense in the period in
which the related revenue is recognised. The amount of any
write-down of inventories to net realisable value and all
losses of inventories are recognised as an expense in the
period the write-down or loss occurs. The amount of any
reversal of write-down of inventories, arising from an increase
in net realisable value, is recognised as a reduction in the
amount of inventories recognised as an expense in the period

in which the reversal occurs.

Foreign currency translation

The reporting currency of the Group is Hong Kong dollars.
Companies within the Group maintain their books and
records in Hong Kong dollars or Renminbi. Foreign currency
transactions denominated in other currencies are translated
into Hong Kong dollars or Renminbi at exchange rates in
effect at the time of the transactions. Monetary assets and
liabilities denominated in other currencies at the balance
sheet date are translated into Hong Kong dollars or Renminbi
at rates of exchange in effect at the balance sheet date. Non-
monetary assets and liabilities denominated in other currencies
are translated at historical rates. Exchange differences
arising from the above translation policy are dealt with in the

income statement.
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2.

PRINCIPAL ACCOUNTING POLICIES (Cont’'d)

h.

Foreign currency translation (Cont’d)

For consolidation purposes, the financial statements of
companies within the Group that maintain their books and
records in Renminbi are translated into Hong Kong dollars
using the closing rate method. Under the closing rate
method, assets and liabilities of the subsidiaries are translated
at rates of exchange ruling at the balance sheet date, the
income statement is translated at the average rates of
exchange prevailing in each relevant year and registered
capital and reserves are translated at historical rates.
Exchange differences arising from translation of the financial
statements are taken directly to the exchange translation

reserve.

Taxation

(i) Income taxes
Companies within the Group provide for income taxes
on the basis of their profit for financial reporting
purposes, adjusted for income and expense items
which are not assessable or deductible for income tax

purposes.

(i) Value-added tax (“VAT”)
In accordance with the relevant tax laws enacted in
the People’s Republic of China (“the PRC”), all the
companies of the Group established in the PRC are
subject to VAT. This principal indirect tax is levied on
the sales of goods and provision of certain specified
services (known as “Output VAT”). Output VAT is
recovered from customers with sales proceeds and is
calculated at 17% of the selling price. The VAT payable
by the subsidiaries of the Group established in the PRC
represents Output VAT minus the VAT paid on its
purchases of goods and certain specified services
(known as “Input VAT”).
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2.

PRINCIPAL ACCOUNTING POLICIES (Cont’'d)

Taxation (Cont’d)

(iii)  Deferred taxation
Deferred taxation is provided under the liability method
in respect of significant timing differences between
profit as computed for taxation purposes and profit as
stated in the financial statements, except where it is
considered that no liability will arise in the foreseeable
future. Deferred tax assets are not recognised unless
the related benefits are expected to crystallise in the

foreseeable future.

Operating leases

Leases where substantially all the rewards and risks of
ownership remain with the leasing company are accounted
for as operating leases. Rental payments under operating
leases are charged to the income statement on a straight-line

basis over the period of the relevant leases.

Borrowing costs

Interest is expensed as incurred, except for interest directly
attributable to the construction or acquisition of property
under development and machinery and equipment that
necessarily take a substantial period of time to get ready for
their intended use which is capitalised as part of the cost of
that property and machinery and equipment. Interest is
capitalised at the weighted average cost of the related
borrowings up to the date of completion of the property or
when the machinery and equipment are put into an usable

condition.

Other borrowing costs, including amortisation of discount or
premiums relating to borrowings, amortisation of ancillary
costs incurred in connection with arranging borrowings and
exchange differences arising from foreign currency borrowings
to the extent that they are regarded as an adjustment to
interest costs are considered immaterial and are recognised

as an expense in the year incurred.
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2.

PRINCIPAL ACCOUNTING POLICIES (Cont’'d)

. Retirement benefits
The Group operates defined contribution pension schemes
for certain of its employees in Hong Kong and the PRC.
Contributions are made based on a percentage of the eligible
employees’ salaries and are charged to the income statement

as incurred.

SEGMENTAL INFORMATION

An analysis of the Group’s turnover and gross profits by operating

activity and geographical segment is as follows:

a. REEED a. By operating activity
55E
GROUP
2R £H
TURNOVER GROSS PROFIT
ZEEEFE —NANTF ZEEEE —NNNF
2000 1999 2000 1999
HK$ million HK$ million  HK$ million HKS$ million
AREET A¥oEgnr #B¥EERT A¥EEn
WIEMEE Sales of rare earth products 371 304 121 99
M AMBEMIEE  Sales of refractory products 187 144 70 62
mE® Total 448 161
b. B S b. By geographical segment
55E
GROUP
BXE £7
TURNOVER GROSS PROFIT
ZEEEFE —NANTF ZEEEE —NNNF
2000 1999 2000 1999
HK$ million HK$ million  HK$ million HKS$ million
AREET A¥oEgnr #B¥EERT A¥EEn
H The PRC 293 255 100 92
H A Japan 143 126 49 45
XH The United States 93 58 32 21
HAh Others 29 9 10 3
k] Total 448 161
@
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4. PROFIT BEFORE TAXATION

BRBEAT R A TO R R R st AR5 % I8 18518k Profit before taxation was stated after charging and crediting the
following:
F5E
GROUP
—EEEEF —hAhE
2000 1999
BETT BETT
HK$’000 HK$’000
Bk - After charging -

FEERA (TREFEBR K
R RE— RRE)

FEBRR
AR E R

RIZORBE

BIMY
(BHEEEMS - RMEs)

B WATERANSE

ARAFREHEEMNRT

Cost of inventories (excluding general provision for
inventory obsolescence and net realisable value) 365,169 286,923

General provision for inventory obsolescence and net

realisable value 2,286 165
Provision for bad and doubtful debts 7,617 370
Staff costs (including directors’ emoluments,

see Note 8) 17,360 10,588
Less: amount included in cost of inventories (11,083) (3,951)

Interest expenses on bank borrowings

ERMF B wholly repayable within five years 3,451 4,772
W ERIREANMEEHE Less: amount capitalised in construction-in-progress - (127)
AR 5 A S 3 Interest expenses on convertible bonds

K H BT AR and ancillary costs of the issuance 2,319 =
SVETE N F 18 Exchange loss, net 98 -
EEBERE Depreciation of fixed assets 14,311 9,263
o IAFEK AN S Less: amount included in cost of inventories (13,164) (8,565)
RREE A ERE Loss on disposal of fixed assets 7,967 163
S T 5 B B 18 3K Donations paid to local government - 5,953
THREFHEEEHRESRD Operating lease rentals in respect of land and

HeM T buildings paid to

== - third parties 1,028 354

— BEAL (K5 7)) - a related party (Note 7(c)) 203 67
RINTEA Retirement benefits 2,043 577
1% 24 Rl i Auditors’ remuneration 1,200 1,000
EmrA= After crediting -

HIMVEETE K, 5 IR Exchange gain, net - 5
AT T B A Interest income from bank deposits 4,648 633
@



5. BB TAXATION
a. ESBBEERE: a.  Taxation payable comprised:

&M

GROUP
k3 3 33 —NhE
2000 1999
BETT BETT
HK$’000 HK$’000
JRE S F B £ 36 AT 15 B PRC enterprise income tax payable - 7,785
JE A AP B 3 (B Y PRC VAT payable 4,302 4,148
- 11,933

b. BEXHEHE: b.  Taxation charges comprised:

F5HE

GROUP
k3 3 35 —NhE
2000 1999
BETT BETIT
HK$’000 HK$’000

ANHEAR IR — Current taxation —

Hh B 1 3 TS B PRC enterprise income tax - 37,798
o B BURE (K EE in) Less: Financial refunds (Note (ii)) - (5,053)

- 32,745

et

(i)

ENAEBAEE_TZZER-NAANE
TZAZT - RIMEERERBLEE
ARRHEAE - RYBELEREENG
BE B -

AEBE NEF R MALNS R FAR
FERBABRMN T 249 E 33380 F BB
FEHR (REMER]) - —ANLNLFE
ik AEEMABDEBDERAEE
HRMEXRTEBRNIERECENOHER
AT - RETEARRE  ZMRNE
RAELBEHER AU FEERZNE B
BNEEERFAEZRRANOEME
o YA E (R = (EF ERR B 504 (DR
B  AEEEHEZTANRKAEL
ETRTE A AREEHEE—
ANNFE+Z A=+ B EFE2HIEL
FREAXMEHNER  TAE_FFT
FH A=+ RAULFERARHEEE
BHNFENMENRBAR - EFZFREZ
FENEEMEH

Notes:

(i)

No provision for Hong Kong profits tax has been made as the
Group had no assessable profits in Hong Kong during the two
years ended 31 December 2000 and 1999.

Companies within the Group incorporated in the PRC were
subject to enterprise income tax (“EIT”) in the PRC at rates
ranging from 24% to 33% on assessable profits. After the
Reorganisation in 1999, a substantial portion of the operations of
the Group are conducted through two subsidiaries of the Group
which are enterprises with foreign investments in the PRC.
Pursuant to the relevant tax laws in the PRC, these two
subsidiaries are entitled to full exemption from EIT for two years
starting from their first profit-making year, after offsetting all
losses brought forward, followed by a 50% reduction for the next
three years thereafter (the “Tax Holiday”). The Group deferred its
entitlement to the Tax Holiday to 2000. As a result, full provision
for EIT was made by the Group for the year ended 31 December
1999 while a full exemption from EIT was enjoyed by the two
subsidiaries for the year ended 31 December 2000 which is
deemed to be their first profit-making year.
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TAXATION (Cont’d)
(i)

Pursuant to relevant documents issued by the municipal branch
of the Ministry of Finance and the municipal Tax Bureau of Yixing
City of Jiangsu Province, the PRC, the Group was granted
financial refunds equal to a portion of the EIT paid by the Group
in 1999. However, the Group no longer enjoys such refunds after
the Reorganisation in 1999.

vy RZFFRFT-_A=1—H0 LEIWA (iv)  There was no material unprovided deferred taxation as of 31
BARERBENELHRER - December 2000.
6. BB 6. DIVIDENDS
F5HE
GROUP
S —ARFE
2000 1999
EWTT BT
HK$’000 HK$’000
AAF EMAIFTE MREHIRE  Dividends declared prior to the listing
(KI&E a) of the Company (Note a) - 6,401
B E R S T AR AR Interim, paid of HK$0.01 (1999 - $Nil)
0018 (—ANNFE : &) per ordinary share 6,018 -

B3R MRS
R MR 0.03 87T
(—ANANFE—0028T)

Final, proposed of HK$0.03
(1999 - HK$0.02)
per ordinary share 20,259 12,000

- 18,401

Dividends of approximately HK$6,401,000 were declared to the

Kt Note:
2.  AARNBRGE-—NAANETATRAEE a.
BERBRMEMA  ASEERNRTE
B 1k % 5 AR S 40 6,401,000/ 7T ©

then shareholders of the Group prior to the listing of the
Company’s shares on the Hong Kong Stock Exchange on 15
October 1999.
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7.

RELATED PARTY TRANSACTIONS

Companies are considered to be related if one company has
the ability, directly or indirectly, to control the other company
or exercise significant influence over the other company in
making financial and operating decisions. Companies are also
considered to be related if they are subject to common

control or common significant influence.

During the year, the Group arranged export sales of its
products outside the PRC using the export quota of Xinwei
Group Limited at no consideration. Xinwei Group Limited is a
PRC domestic enterprise 95% owned by the brother of Mrs.
Jiang and 5% owned by Mr. Jiang, who is also the legal
representative of the enterprise. Export sales handled through
this arrangement amounted to approximately HK$42,403,000
for the year ended 31 December 2000 (1999 -
HK$10,000,000). Xinwei Group Limited also holds 5% equity
interests in Yixing Xinwei Leeshing Rare Earth Co. Ltd.
(“Xinwei Leeshing Rare Earth”) (see Note 10), a subsidiary of

the Group.

On 1 September 1999, the Group entered into two lease
arrangements with Mr. Jiang to lease office premises for use
as its sales and marketing headquarters, each for a term of
three years commencing from 1 September 1999 at an
aggregate monthly rent of RMB18,000 (HK$16,900). During
the year ended 31 December 2000, the total operating lease
rentals paid in respect of these leases amounted to
approximately HK$203,000 (1999 - HK$67,000). Details of

the operating lease commitments are set out in Note 22(b).
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7. FREALXS () 7. RELATED PARTY TRANSACTIONS (Cont’d)

d. ASEHEEERFREE_ZTTEEFR d.  Particulars of significant transactions between the Group and
—AANEFE+—A=+—BHIEFERNE related companies during the years ended 31 December
THEARZFHBEHMMT 2000 and 1999 are summarised below:

X5%E

GROUP
FHEATRE XHME —EEEE —hANE
Name of related party Nature of transactions 2000 1999
BETRI BETT
HK$’000 HK$’000
BE M AM B * Mei Zhi Refractory Factory 785 B ¥RHE  Purchases from the Group - 471
(r&g)) (“Mei Zhi”) FTAKEHEE  Sales to the Group - 283
HEGRMA  * Yixing Gao Wen Refractory [MIZ8 5 B ERHE  Purchases from the Group - 436
B} Factory TAREEHE  Sales to the Group - 141
BHRIBAEA  * PanJia Ba Marble MASBEHEE  Purchases from the Group - 75
5 £ iR Stone Factory TAREEHE  Sales to the Group - 995

* NEPXNEBEHEAEX 2 Direct translation of the name of the companies in Chinese.
AR REBEEERERARTRES The above-named companies are related parties by virtue of
ZENRNERER  BEEEAL - the fact that close relatives of Mr. Jiang or Mrs. Jiang have

beneficial interests in these companies.




7. FREALXS () 7. RELATED PARTY TRANSACTIONS (Cont’d)
e. MERERBEEQRNSREFBUT : e.  Particulars of the amounts due from (to) related companies
are as follows:
F5E
GROUP
2000 1999
FREQTRE B ik & 4 e
Name of related company Due from Due to Due from Due to
ERTr ERTr BT BT
HK$’000 HK$’000 HK$’000 HK$’000
«BH (M) * Mei Zhi (Note (i) - (185) - (564)
* B R * Shanghai Xincheng Rare Earth
MEERR A New Materials Company Limited
("B (“Shanghai Xincheng”)
(7l 8 =8 % X (formerly known as Shanghai Xinwei
WmEtARRDA Rare Earth Company Limited)
CH & i) (Note (ii)) - (1,759) - (986)
ERIEANIR A KA * Pan Jia Ba Marble
(BE () Stone Factory (Note (i) 342 - 408 -
HE =R M AMER * Yixing Gao Wen Refractory
(B &% )) Factory (Note (i)) 455 - - -
RAPXBWEFRRI - * Direct translation of the name of the companies in Chinese.
;ﬁ:ﬁ@%ﬂ am*;ﬁﬁ?ﬁﬁﬁﬁﬁ ’ The outstanding balances with related companies were unsecured,
RHRB B [E R non-interest bearing and without fixed repayment terms.
ft i - . - H Notes:
(i) H%?’i%?ﬂ%?ii(ﬁ%&jﬁ&tﬂﬁ@ﬁ (i) Close relatives of Mr. Jiang or Mrs. Jiang have beneficial
BERATAERES ° interests in these related companies.
i) — EBARDBAREEEREANE (i) Shanghai Xincheng is 90% and 8.91% owned by Mr. Jiang
BooxMs 91y i - and Mrs. Jiang, respectively.
R-ZF2RET A=+ —BHLEFE - f. During the year ended 31 December 2000, the Group started

ARG E B LRREE
B AR R E PR — R L o
HREERERNBE_TTTF A=
T—RALFE  FeHAKEERZL
3 0 R £ 22 PR SO fe 2 2L 4
25 AEBOAR-FFTFU
& M ELECE AT S A IER ek

to construct a new rare earth extraction production plant on
a piece of land where Mei Zhi was located. Mei Zhi agreed
not to levy any charges nor receive any form of compensation
from the Group for the use of the land for the year ended 31
December 2000. To date, the Group has not yet executed
any formal agreements with Mei Zhi with respect to the use

of the land from 2001 onwards.
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RELATED PARTY TRANSACTIONS (Cont’d)

g ENEENEE g, Amounts due to directors:
F%E
GROUP
R-IZETESF R-ZESEH
= H=IH +=B=+—H
RAERH RAERH
Outstanding Outstanding
balance at balance at
1 January 2000 31 December 2000
BA¥TT BA¥TT
HK$'000 HK$'000
i Mr. Jiang - 479
BAKX Mrs. Jiang - 696
BREEE Mr. Fan Yajun - 115
HEENREHREBHAEEA - FHFER The outstanding balances with directors are unsecured, non-
B E R AR o interest bearing and without fixed repayment terms.
8. EFRERTHARMS DIRECTORS’ AND SENIOR EXECUTIVES’

a.  BREFEAFRGOIE 1611 K% MR

EMOLUMENTS

a. Directors’ emoluments disclosed pursuant to Section 161 of

the Hong Kong Companies Ordinance and the provisions of

MBREMKBRZEFNME T :
the Listing Rules are as follows:

F&E

GROUP
—EETEF —hhAnE
2000 1999
BETT BETT
HK$’000 HK$’000
ik Fees 140 -

Hofth T <& Other emoluments

— BEXH® KR - Basic salaries and allowances 2,550 2,175

- 2,175

RBE-_TTTF+_A=1+—"HLLEFE
REBE B IERTTEERS 4140,0007

7T|:o

During the year ended 31 December 2000, the Group has
paid approximately HK$140,000 as directors’ fees to the

independent non-executive directors.



8. EFREMITHRARME (W)

@ BRTIIIMEEENESAKNT :

8.

DIRECTORS’ AND SENIOR EXECUTIVES’
EMOLUMENTS (Cont’d)

(a) Emoluments of the directors fall within the following bands:

E%E
GROUP
—2TTH —hAn%E
2000 1999
EBTR BETT
HK$'000 HK$’000
% — 1,000,000 T Nil - HK$ 1,000,000 6
1,000,001 7T = 1,500,000 875 HK$1,000,001 - HK$1,500,000 1 1

—H(ENANNGF : BB EEFREES
T+ A=+ —BI-FEKRELR
HorME - &5 R67,000%8 T (— N
JUEF — 153,000/ 7T) ©

b. AfUZEHFALBEAML (—AANE
SRDEF - REOMEFEHR EX
it - HENMEBBEREHAL
(FAANEF  MAL)OBEMT

One (1999 - Two) of the directors waived part of the
emoluments during the year ended 31 December 2000 in an
aggregate amount of HK$67,000 (1999 - HK$153,000).

b. The five highest paid individuals included four (1999 - three)

directors, details of whose emoluments are set out in Note
(a) above. Their total emoluments together with the
emoluments of the remaining individual (1999 - two individuals)

are as follows:

x5
GROUP

— AN
2000 1999
BETT

HK$’000 HK$°000

e REAMME Salaries and other emoluments - 2,325
WENME N T Their emoluments fall within the following bands:

—EEEE —ANF

2000 1999

£ — 1,000,000 BT Nil - HK$ 1,000,000 4 4

1,000,001 BT — 1,500,000 BT HK$1,000,001 - HK$1,500,000 1 1

REE-_ZTTFR-NANEFT=A
ST HEREFER - AREY &G
he&REHAL (BREERAMES)
XAEAME - (FRSEE AR
AT 6% B B Y 0 M o B e B

During the two years ended 31 December 2000 and 1999,
no emoluments were paid to the five highest paid individuals
(including directors and other employees) as inducement to
join or upon joining the Group or as compensation for loss of

office.
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9. EIEREREERIRE

9. FIXED ASSETS AND CONSTRUCTION-IN-

PROGRESS
a. AEME a. Group
mt 1 2 13 —ANE
2000 1999
WAZRE
tHENT MBRRE  REE
Land  Machinery Office RE  EBIE
and and equipment Motor Construction- At at
buildings  equipment and fixtures vehicles in-progress Total Total
EWTT BETT BWTRT EBRTT  REWTRT  EWTR  EETo
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$:000
AR Cost
&4 Beginning of year 70,901 51,117 1,941 4,118 49,224 177,301 142,099
NE Additions 401 13,734 155 608 89,745 104,643 35,439
B Disposal (10,200) (1,325) - - - (11,525 (731)
BHEATHIR  Transfer from construction-
in-progress 25,355 75,210 - 353 (100,918) - -
BE 5 3 2 Translation adjustments 334 406 10 20 185 955 494
FIR End of year 86,791 139,142 2,106 5,099 38,236 271,374 177,301
RithE Accumulated depreciation
&4 Beginning of year 14,956 24,783 1,348 2,755 - 43,842 34,867
REE B Provision for the year 4,201 8,963 393 754 - 14,311 9,263
BEAE Written back on disposal (2,609) (949) - - - (3,558) (409)
HERE Translation adjustments 31 14 58 107 - 210 121
FR End of year 16,579 32,811 1,799 3,616 - 54,805 43,842
A A Net book value
FH& End of year 70,212 106,331 307 1,483 38,236 216,569 133459
4 Beginning of year 107,232

—ANNFERIREREERFEAR
LRI B FX127,000870 ° —TFTFW
EENEF BRI -

Additions to construction-in-progress in 1999 included interest

expenses capitalised of HK$127,000. There was no

capitalisation of interest expense in 2000.



9.

BEEBEREZRIE (K)

AEE (&)
RBE-_ZETF+_A=1+—HILF
B ASEREEEREREES - K
SEE M AELRE B SER T i
A& HBURFEL 491,964,000/ TCHFE
EERECIAMERFENERIRIER
BE—H - A AREFEREH
TR & P B 8 B b (h AR Sk Bk B
T EE AR SL AR A o

o AERERERER-—FFTFEF+
— A=+ B L FE R mE A E
RO ARET REBNHFEREER -

9.

FIXED ASSETS AND CONSTRUCTION-IN-
PROGRESS (Cont’d)

a.

Group (Cont’d)

During the year ended 31 December 2000, the Group started
the construction of several blocks of staff quarters. The
Group paid approximately HK$1,964,000 as a compensation
to the local government for the use of the land where these
staff quarters are located. This amount has been included as
a part of the additions to construction-in-progress during the
year. However, the Group is in the process of applying to the
relevant government authorities for a grant of the land use
right or the execution of a lease agreement in relation to the

use of the land.

In addition, the Group is in the process of applying for the
relevant title deeds associated with the buildings and related
structures of two new production plants which had been

completed during the year ended 31 December 2000.
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9. EIEREREEIE (W)

9. FIXED ASSETS AND CONSTRUCTION-IN-
PROGRESS (Cont’d)

b. AAH b.  Company
mt 1 2 13 — NG
2000 1999
MOZ R
THREF BBERER R&E
Land  Machinery Office RE  EBIE
and and  equipment Motor Construction- At A
buildings  equipment and fixtures vehicles in-progress Total Total
BRTT BRTT EWTR BRETT  ERTRT  BRTR A%t
HK$'000 HK$'000 HK$'000 HK$'000 HK$°000 HK$'000 HK$000
KA Cost
£ Beginning of year - - 110 - - 110 -
"E Additions - - 65 - - 65 110
B Disposal - - - - - - -
FE End of year - - 175 - - 175 110
RithE Accumulated depreciation
4 Beginning of year - - 6 - - 6 -
REERE Provision for the year - - 32 - - 32 6
BEAE Written back on disposal - - - - - - -
FE End of year 6
A A Net book value
FR End of year 104
4 Beginning of year =




10 BRERBELT 10. INVESTMENTS IN SUBSIDIARIES

RARRMNBEBRERA  BRERHWB A A In the balance sheet of the Company, investments in subsidiaries
B comprised:
.3/
COMPANY
S —ANFE
2000 1999
BT BETT
HK$’000 HK$ 000
F LM - AR Unlisted shares, at cost 151,707 150,150
JRE e B 8 2 @) 3K Due from subsidiaries 183,283 104,557
- 254,707
7 £2 8] ¢ 0 B B B A 7 B S R R i A b A PRC subsidiary of the Group, Yixing Xinwei Leeshing Refractory
BAERAT (THFRMEMNAME]) EEEE Materials Co. Ltd. (“Xinwei Leeshing Refractory Materials”) obtained
@R — SESE TS AR H4.000.000 approval from the relevant authorities to increase its registered
%57 (30.992.000% 7T ) 1 11 % 7.000 0002 7T capital from US$4,000,000 (HK$30,992,000) to US$7,000,000
(54.460.00058 7T) © HEEIE LAUE AL H /& & 2 (HK$54,460,000) in 2000. The increment will be fulfilled by
DA — SR HAES A o capitalizing a portion of the amount due from it to the Company.
@




B 7 R 5k MY A
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10. |ARKE LT (&)
RIZEZRE+ A=+ -ANMHBRARF

10. INVESTMENTS IN SUBSIDIARIES (Cont’d)

Details of the subsidiaries as of 31 December 2000 are as follows:

== < -
e VLI Ty
gEmEE/ ARAERFESL
BRTR Percentage of equity interest/
Efs g BERE voting rights held
WERHH Registered capital/ by the Company
28 Place and date of Issued and E& HE IEXH
Name incorporation/operations fully paid capital directly  indirectly  Principal activities
NEHLEE (8) 0 (i) 10,000,000 7 7T - 1006 ZE5
ARRR (THEEE]) —hANF BRRE
t+A=+=H BB (Fa)
(i) 2 7 7o % 8 AR A 10
Xinwei Rare Earth Group Hong Kong (i) HK$10,000,000 - 100%  Trading
(Hong Kong) Limited 23 October 1998 non-voting deferred
(“Xinwei HK”) shares (Note a)
(ii) HK$2 ordinary shares
Lee Shing Holdings Limited KBELRE 20X TT 100% - RAEARK
(I Lee Shing Holdings ] ) PIVITAR:S
(Bt b) +=ZRA=H
Lee Shing Holdings Limited British Virgin Islands Us$20 100% = Investment holding
(“Lee Shing Holdings”) (Note b) 3 December 1998
B L (k) i 15,660,000 % /T - 95% HRRERHEERLEm
—hWh=%F
tA++H
Xinwei Leeshing Rare Earth The PRC US$15,660,000 = 95% Extraction and selling
(Note ¢) 17 July 1993 of rare earth products
0 B it XA R hE 4,000,000 % 7T = 100% RERHE
(Mt o) —AhE it A
tA=+H
Xinwei Leeshing Refractory The PRC US$4,000,000 = 100%  Manufacturing and
Materials (Note d) 30 July 1999 selling of refractory
products
EMERES (L§) ARAA FE 200,000 X7 100% - RAEEEY
(TEe® ) (Mate) “ZTTE
“A=tmA
Wellfire (Shanghai) Co. Ltd. The PRC US$200,000 100% - Dormant
(“Wellfire”) (Note e) 24 February 2000




10.

RENRKBELF (K])

et

a.

ERZROELERHDIRHAR - RIEER
LERFE AP REIRE BX1,000,000,000
BT BRZERNILERSZE - B8R
REBRZEREREMDIK

Lee Shing Holdings7e #1 8L A 5 3 1+ 2 37
BT KB R B P R AR A A

FRARB TR —FTIEEREDRE -
RABFHEB AR (R K KkE
—WN=FtA+tHERBARB=TF
GO il o = AVA |
—EEREEMER - BREBEEM - BAK
FT #7580 37 B I B A 1 B9 o mog ) 25 B8 2R
T Lee Shing Holdings = M #T B & B A A E
AR B fhout s o MBERIA T H &
HEEEASER LERNER -

HBARA R —RENELE - &
EEHR—NANFLA=T AR AH
=16 HRZ BN AEAASEMA
RS

ERA—RENELE  REHH_FF
TE-A- TR RH50F - NG
MRS 1A JAS LIRS -

10. INVESTMENTS IN SUBSIDIARIES (Cont’d)

Notes:

a. The non-voting deferred shares have not been paid up. These
shares had no voting rights, were not entitled to dividends, and
were not entitled to any distributions upon winding up unless a
sum of HK$1,000 million per ordinary share had been distributed

to the holders of the ordinary shares.

b. Lee Shing Holdings is the intermediate holding company of
Xinwei Leeshing Rare Earth and Xinwei Leeshing Refractory

Materials.

@ Xinwei Leeshing Rare Earth is a Sino-foreign equity joint venture
originally established by Xinwei Group Limited (see Note 7) with
an operating period of 30 years commencing from 17 July 1993.
Xinwei Leeshing Rare Earth had been dormant since incorporation
until the Reorganisation. Pursuant to the Reorganisation, 95% of
the equity interests in Xinwei Leeshing Rare Earth owned by Mrs.
Jiang were transferred to Lee Shing Holdings with Xinwei Group
Limited retaining the remaining 5% interest. Xinwei Leeshing Rare
Earth was then activated to own the rare earth products

operations of the Group.

d. Xinwei Leeshing Refractory Materials is a wholly foreign-owned
enterprise with an operating period of 30 years commencing
from 30 July 1999. It was established to own the refractory

products operations of the Group.

ch Wellfire is a wholly foreign-owned enterprise with an operating
period of 50 years commencing from 24 February 2000. It has

been dormant since incorporation.
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1. #8 11. INVENTORIES
5E
GROUP
—EEEEF —hAhE
2000 1999
BA¥TT BETIT
HK$'000 HK$’000
IR Raw materials 43,901 23,056
F 5 Work in progress 31,514 9,486
SR Finished goods 40,767 25,388
W FERR RS Less: General provision for inventory
FE B E obsolescence and net realisable value (5,182) (2,896)
- 55,034
12, PR 3% B it FE e K 12. ACCOUNTS RECEIVABLE AND OTHER
RECEIVABLES
FERREBNEEFNMRENREER Credit is offered to customers following an assessment of their
BENXMNREEMAEFRE - MARP financial ability and based on an established payment track record.
BREEERE  MRABESIAEERR Credit limits are set for all customers and these are exceeded only
BEZERT TABBRE - BRAFEE with the approval of senior officers of the Group. Business with
RBRNEFPETXZEUATET - BXB customers considered to have credit risk is conducted on the cash
BERBHEKIRN YA RRE - basis. Professional staff monitor overdue accounts receivable and
follow up collections.
AEBMAGERESEPRHE0EIRDF The Group offers an average credit term of 30 to 90 days to eligible
BEEH - trade customers.
RZZFFFF+T_A=1—0  BREKK As at 31 December 2000, accounts receivable and other receivables
Hi K81 ¢ comprised:
F&E
GROUP
it £ 2 22 —hAh%E
2000 1999
BA¥TT BETIT
HK$'000 HK$’000
e 4 BR R Accounts receivable 98,271 104,060
HAth € WK Other receivables 10,165 5,537
o REREE Less: Provision for bad and doubtful debts (17,095) (9,478)

- 100,119




12, FEMGRR % B X fi B M = (48)

FEBR SRR AT T

12. ACCOUNTS RECEIVABLE AND OTHER
RECEIVABLES (Cont'd)

The aging analysis of accounts receivable is as follows:

F&E

GROUP
k- 3333 —AANE
2000 1999
ARt BETIT
HK$°000 HK$’000
ANHEIZE 6 {8 H Current to 6 months 74,228 87,581
6B A Z 15 6 months to 1 year 4,889 8,083
1225 1 to 2 years 10,763 6,529
Hih 2 F Over 2 years 8,391 1,867
- 104,060

13. FfIR  RERHEMADHEE 13. PREPAYMENTS, DEPOSITS AND OTHER

BEASE-WEBRARARHEE-_TTTF+
A=t ALEFERE=NEL([EA]) A
AR =ORMEEESY  ZHEARRE
77X 5 #947,143,0004 7T (— L AVVE — ) 19
BRK((EAR]) - REZZEELD  BHR
BRBEKARENN - ERAMNKAE -
ZHBRARBER ST —FRAEHZKEE
BSHRTER K o EE R AT U EER
M e

CURRENT ASSETS

Pursuant to three raw materials supply contracts entered into by a
subsidiary of the Group with three vendors (“the Vendors”) during
the year ended 31 December 2000, the subsidiary made prepayments
(“the Prepayments”) of approximately HK$47,143,000 (1999 - Nil)
to the Vendors. According to the contracts, the Vendors have
agreed to offer a discount on the costs of purchases as deemed
interest on the Prepayments. The subsidiary intends to gradually
deduct the Prepayments against subsequent purchases made from
the Vendors in 2001. The directors consider that there is no

realisability problem associated with the Prepayments.
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14, BFER

R=ZTZZTF+ A=+ HENRAKRR

14. ACCOUNTS PAYABLE

The aging analysis of accounts payable as at 31 December 2000 is

DWWTE : as follows:
F5HE
GROUP
—EETEE —hhANE
2000 1999
BETT BETIT
HK$'000 HK$’000
AHEIZE 6 & H Current to 6 months 19,606 20,656
6B AE1F 6 months to 1 year 2,450 13,296
1225 1 to 2 years 1,975 3,051
- 37,003
o
15, REMBITAR 15. LONG-TERM BANK LOANS
35ME
GROUP
—EEEE —hANE
2000 1999
BETT BETIT
HK$'000 HK$’000
AR BARITER Long-term bank loans were unsecured and
K2 3 repayable within a period of:
— A —F - not exceeding one year 39,506 =
- —FULEENEBAMRE — more than one year, but not exceeding two years - 39,339
39,506 39,339
B AARBAEEBEAR Less: Amount repayable within a year included
B —FAEERE in current liabilities (39,506) -

- 39,339




16. FJ#B%

"%

R-ZFTEFAATZA(HLA]) - £%
i =% ((BH)) 83— AR #
RBWHE)  HFAREREENMT

ARRBOIRETEFRLASER
5,000,000 7T (39,000,0007% 7T.) H) 7]
BRES (MEH]) - BEHEBER =TT =
FEH - E5ARMRE (RRE]D)
ABARDRABETOFIBTLRR - 14
BV EEINES 22 A= R F =
KR BB R TR TER130% ¢ 3
(i) B 5 B 75 P 42 5 MR AR 10 AT 301l & 2
A R 1 & AR AE ] T BT B T 82 90%
(ABRIEE /%) - WHRERREFFE
RRH 2 BB T

n=

FLEF+_A=1—R: BHE
BhTE
BA

F 1R 0.835278 7T £ 0.90187 T A
Ha R B & 3£ 57 #600,0005 7T (4,680,000
BIT) BH R R R B 5,294,1698%
(RHEE1700) c BHARHRLRAE
BARR IR F % 3.0%7T B °

ns

RIBE ek - WEERBBHETLNE
Tl - ARRANEEEERRTRS
#£5,000,0003% 7T (39,000,000 7T) K 5
THES c EEARRETEBH AR
A AT E R TR o

ARRIMERERTFEHENERES
&% EARR AR E1T L 84,000,000

&'W$F$%F%&@¢EWNMM
FERARRBIRAG FAFIRTE 2 150% ©
Li$ﬁ%ﬂ%5%'ﬁﬁﬁ%ﬁﬁé
THRER °

16. CONVERTIBLE BONDS

On June 13, 2000 (“the Closing Date”), the Company entered into a
subscription agreement (“the Subscription Agreement”) with a third

party (“the Purchaser”) with the following terms and rights:

The Company issued and sold to the Purchaser convertible
bonds (“the Bonds”) with an aggregate principal amount of
US$5,000,000 (HK$39,000,000). The Bonds will be due in
2003. The Bonds can be converted into new ordinary shares
issued by the Company at a conversion price (“the Conversion
Price”) equal to the lesser of (i) 130% of the average of the
closing price per share of the Company for the 30 business
days immediately prior to the Closing Date; or (ii) 90% of the
average of any five closing prices per share during the 30
business days immediately preceding the conversion as
selected by the Purchaser, provided that the Conversion
Price shall not be less than the par value of the shares of
HK$0.1.

As of 31 December 2000, the Purchaser had converted, in
aggregate, US$600,000 (HK$4,680,000) of the Bonds into
5,294,169 ordinary shares of the Company at conversion
prices ranging from HK$0.8352 per share to HK$0.9018 per
share (see Note 17(d)). The Bonds bear interest at a rate of
3.0% per annum on the outstanding principal balance from

time to time.

Pursuant to this agreement, the Company also has an option
to issue a second tranche of the Bonds of up to a further
US$5,000,000 (HK$39,000,000), upon fulfilling certain
conditions as stated in the Subscription Agreement. Up to
the date of this report, the option has not been exercised by

the Company.

The Company also agreed to grant to the Purchaser rights to
subscribe for up to an aggregate of 4,000,000 newly issued
ordinary shares of the Company at a subscription price equal
to 150% of the average of the closing price per share during
the 20 business days immediately preceding the Closing
Date. Up to the date of this report, the Purchaser had not

exercised such rights.
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16. AI#BRIR%F (W)

16.

CONVERTIBLE BONDS (Cont’d)

AMRESFHABEEHMT The movement of the balance of the convertible bonds is as follows:
FEERFLT
GROUP AND COMPANY
—ETEE —NhE
2000 1999
BETRI BETT
HK$'000 HK$’000
FRET Issued during the year 39,000 -
RIBAYE AR Converted to ordinary shares (4,680) -
FXR End of year - -
17. B#F 17. SHARE CAPITAL
FaH
COMPANY
—ETEE —NhE
2000 1999
BETRI BETT
HK$’000 HK$’000
ETE Authorised
1,000,000,000 f% (—L/LLF—  1,000,000,000 (1999 - 1,000,000,000)
1,000,000,000 % ) ordinary shares of HK$0.10 each
FRotoBIT 2 E AR 100,000 100,000
EEHTREE Issued and fully paid
675,294,169 IR (— L ANF — 675,294,169 (1999 - 600,000,000)
600,000,000 % ) ordinary shares of HK$0.10 each
TR 0.10 BT 2 AR 67,529 60,000

THRERRAR-AANFELA=F+EA (F
MEZAE) E—TTRRF+ - f=+—HH
Mz BAZE :

a. R Z B A E R A A100,000
Bt 2 AEFREE.10/8 TR K
1,000,0008% ©

The following changes in the Company’s share capital took place
between 27 July 1999 (date of incorporation) and 31 December
2000:

a. On incorporation, the authorised share capital was
HK$100,000 divided into 1,000,000 shares of HK$0.10 each.



17.

B& (&)

b.

R—AAAENR+=R - REENS
& 77 2Bl % R BT 1IRAR T YY Holdings
Limited ([YY Holdings) ) + S fic % & %17
999,999% i £ T YY Holdings ° & BA{L(E
TodR T 3P (o) i) it 2 77 LB AT = ok
MM TR - BAAR —BEANE
=HAA - MZBEENETEERE
YY Holdings# f& 7

R—AALNEAA-TAR  READ
B8 K 2 — M — B YY HoldingsZ R &
%= .

()  BREINERA £999,000,000
BRIRG - AR RLZEEBRAH
100,00078 738 ££200,00078 7T * A
1% A 35 I 5 100,000,000/ TG © %
ERMHESHEGERR B E BT
R REATIR D Z B R SRR o

(i) YY Holdings’ A & 1,000,0004% &8
SNAR R © YY Holdings A B #5 7 Lee
Shing Holdings#) 2 50 B & AT A
HooREETALR - ERHE
P % 251,999,999 M (A K LK (B -
R B R &R D A H T 2 A ) AR
17 )6 18 49 %5 149,950,00078 7T ©

iy R—AANFT+A+=8 &S
R BR 17 0.9378 7T 1 A A+ R
15 % & 4 817 150,000,000 A& 1
(MERBRNEE]) - KEEHS
139,500,00078 7T ©

17. SHARE CAPITAL (Cont'd)

b.

On 13 August 1999, one share was alloted and issued to YY
Holdings Limited (“YY Holdings”) at par for cash and 999,999

shares were alloted and issued to YY Holdings. The

consideration was satisfied in the manner described in Note

c(ii) below. As described in Note 1, Mrs. Jiang is the

beneficial owner of a trust, the trust assets of which include

the shares of YY Holdings.

On 29 September 1999, pursuant to resolutions of YY

Holdings, the then sole shareholder of the Company:

(if)

(i)

the authorised share capital of the Company was
increased from HK$100,000 to HK$200,000 and then
to HK$100,000,000 by the creation of 999,000,000
additional shares in aggregate. Such shares rank pari
passu in all respects with the existing issued and

unissued shares.

an additional 1,000,000 shares were allotted and
issued to YY Holdings. The aggregate consideration for
the issue (in total 1,999,999 shares) was satisfied by
the transfer of 20 shares, being the entire issued share
capital, in Lee Shing Holdings held by YY Holdings,
from YY Holdings to the Company. The share premium
of the Company arising from such share exchange
amounted to approximately HK$149,950,000.

on 13 October 1999, 150,000,000 shares were issued
to the public and institutional investors (the “Initial
Public Offer”) at a price of HK$0.93 per share for cash
amounting to HK$139,500,000.
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(v) BEERROFEMRERANKIR
AR ER - ANA B i
1844,800,000 8 TR T ER « {EA
¥2 T B fic 3% [ % 17448,000,0008%
B3 T YY Holdings®) B £ 2 B& 3K
([BEAR{bEeT]) -

AR E R 6FTE R i - BX
BN & & $£600,0002 7t (4,680,00078
J0) MEHFEIRRAR R R BT
AR A ££5,294,1698% ©

R R BB YY Holdings — BT E 4
+—R+=Bf M —EEE B
YY Holdings#% & B 1.05% 7T 2 B X AL &
K2 B R 17 105,000,0008% T 0 3 37
BREE - B{ER110,250,0007 7T ©
BESh - YY Holdings N2 & B& 1,057 T &
H£3 € 1018 73,500,000/ TR AR A
BT 9 ¥ 1 3 38 AR 70,000,0008% ©

17. SHARE CAPITAL (Cont'd)

(iv)  based on the share premium account of the Company
being credited as a result of the Initial Public Offer,
HK$44,800,000 of the share premium of the Company
was capitalised as amount paid up in full at par for
448,000,000 shares of the Company allotted and

issued to YY Holdings (“Capitalisation Issue”).

Pursuant to the Subscription Agreements mentioned in Note
16, the Purchaser converted an aggregate amount of
US$600,000 (HK$4,680,000) of the principal balance of the
Bonds into an aggregate number of 5,294,169 new ordinary

shares issued by the Company.

Pursuant to a placement agreement dated 13 November
2000 between the Company and YY Holdings, YY Holdings
placed 105,000,000 shares of the Company, at a price of
HK$1.05 per share to several independent institutional
investors at an aggregate consideration of HK$110,250,000.
In addition, YY Holdings also subscribed for 70,000,000 new
ordinary shares issued by the Company at HK$1.05 per share
with cash consideration amounting to HK$73,500,000.
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17.
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SHARE CAPITAL (Cont'd)

A summary of the movements in the Company’s authorised

1 and issued share capital is as follows:
EERE ERTERE
Authorised capital Issued capital
BH&E [iif-| K& E EfE
Number of Nominal Number of Nominal
shares value shares value
BETT BETT
HK$’000 HK$’000
A TE BN B s A AL Authorised share capital and shares of
Z A%z BRAEA HK$0.1 each issued
0.1 7878 R 7 on incorporation 1,000,000 100 1,000,000 100
5T T R AR A Increase in authorised share capital
999,000,000 i 999,000,000 shares
gl 0.1 B TH KR of HK$0.1 each 999,000,000 99,900 = =
WiE Lee Shing Holdings Shares issued in consideration for
B FARAIERKE the transfer of shares in Lee Shing
1M 2 17 &9 B 7 Holdings to the Company - - 1,000,000 100
BARRES Initial Public Offer = - 150,000,000 15,000
BT Capitalisation Issue - - 448,000,000 44,800
—AANE Balance as of
TZA=+—-B&# 31 December 1999 1,000,000,000 100,000 600,000,000 60,000
EAELAmETRG Shares issued upon conversion of the Bonds - - 5,294,169 529
R B & B 1T MR (D Shares issued pursuant to
a share placement - - 70,000,000 7,000
—ETTF Balance as of
TZA=T—R#&H 31 December 2000 1,000,000,000 100,000 675,294,169 67,529




Notestoth

18. fkfM 18. RESERVES
SER KGR
BHBRE EFRE EEMMBE Exchange HERF
Share Capital Statutory translation Retained #E
premium reserve  reserves reserve profit Total
AETr ATt B¥ETr #%Tr #A%Tr A%Tx
HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000
(Fi5ta)
(Note a)
350 Group
R=hAhhE—H—H As of 1 January 1999 - - 18,214 196 92,774 111,184
BRARES Initial Public Offer 124,500 = - - - 124,500
BRI EAT Capitalisation Issue
(Bt 3E 17(c)) (Note 17(c)) (44,800) - - - - (44,800)
B BTER Share issue expenses (18,408) - - - - (18,408)
HR B £ i A Profit attributable to
shareholders - - - - 81,167 81,167
NG NG Reserve arising from acquisition
PR R a5 T EE A of additional equity interests
MEARGHE in subsidiaries - 3,981 - (249) - 3,732
BAFEXEEMES Reserve arising from acquisition of
MEREE (K 21(0) net operating assets (Note 21(b)) - 6,508 - - - 6,508
[7))% TE i i 1 5K Appropriation to statutory
(Bt b) reserves (Note b) - - 9,840 - (9,840) -
BETHEERSE Transfer from statutory reserves
BARGEE (e to capital reserve (Note c) - 22,348 (22,348) - - -
e (o) Dividends (Note 6) - - - - (18,401)  (18,401)
I B A Translation of PRC subsidiaries’
HBImkHE financial statements - - - 954 - 954
R—NANF As of 31 December 1999
+-A=+—H 61,292 32,837 5,706 901 145,700 246,436
BEAELAmETRG Shares issued upon conversion
(B 5E 17(0)) of the Bonds (Note 17(d)) 4,151 - - - - 4,151
[ YY Holdings & 17 % {3 Shares issued to YY Holdings
(Bt E 17(e)) (Note 17(e)) 66,500 - - - - 66,500
R ETER Share issue expenses (985) - - - - (985)
R 3R A 1 i 7 Profit attributable to shareholders - - - - 140923 140,923
[7))% TE i i 1 5K Appropriation to statutory reserves
(33 b) (Note b) - - 14,529 - (14,529) -
e (o) Dividends (Note 6) - - - - (26,277)  (26,277)
F i /& 2 ] Translation of PRC subsidiaries’
MBRKIBE financial statements - - - 2,317 - 2,317
RZZEZF As of 31 December 2000
+-A=+-8 130,958 32,837 20,235 3218 245817 433,065
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18. RESERVES (Cont’d)

SHER MGG
BiiRE BEFMHE EERME Exchange HERT
Share Capital Statutory translation Retained 1]
premium reserve  reserves reserve profit Total
BETT AETT #ETr RA¥Tr A%t BETx
HK$000  HK$'000  HK$'000  HK$'000  HK$000  HK$000
i)
(Note a)
307 Company
R—AANE—R—R As of 1 January 1999 - - - - - -
REAHRH XA Share exchange upon the
(5 17(c)) Reorganisation (Note 17(c)) 149,950 - - - - 149,950
BARRES Initial Public Offer 124,500 - - - - 124,500
BEAR{LET Capitalisation Issue
(5 17(c)) (Note 17(c)) (44,800) - - - = (44,800)
R ETER Share issue expenses (18,408) - - - - (18,408)
R R FE f Profit attributable to shareholders - - - - 14,203 14,203
e (e e) Dividends (Note 6) - - - - (12,000)  (12,000)
R—NNNE As of 31 December 1999
+ZA=+—A 211,242 - - - 2,203 213,445
EHEBMBEITRG Shares issued upon conversion
(B #E 17(d)) of the Bonds (Note 17(d)) 4,151 - - - - 4,151
[ YY Holdings & 17 i% {7 Shares issued to YY Holdings
(Bt E 17(e)) (Note 17(e)) 66,500 - - - - 66,500
R ETER Share issue expenses (985) - - - - (985)
R R FE f Profit attributable to shareholders - - - - 28,575 28,575
RE (FiFE6) Dividends (Note 6) - - - - (26,277)  (26,277)
R-ZETTF As of 31 December 2000
+ZA=+—A 280,908 - - - 4,501 285,409
{ [ 67
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18. W (#8)

HREHBR—NANNF+ZA=1—
BATEANARAROEEEEITIUR
14 Lee Shing Holdings® #b B 47 IR 7K 9
N Al IR £ T {8 52 Lee Shing HoldingsFT
KAELMBARR—AANFEAAZT
NEHEARR AR ERGEFEEEBE
MERE REE-TZTF+ A=+
—HIEFEENZ AR RRDRE T
EXBBEFHEMBETRMG (RKHE16)
R ARAR AL R RIYY Holdings S/ TAR (7 -
YEMREAETER (RHE17) .

REBEFEEEAFE (- AANFER
fR) - B0 (B Bk AT 4 0 Ik F AN 2 Al
R EEERENRKESZH - ARA]
AR B FRB AR T EM AN E
7 o

AT B E P B B A R 2 AT w8 &
—RATES - WK R A KRR
2 — B0 o MRAEP B B S AR
EHMBARMARMA - FHBLARZA
5 5 TE FIR SR8 (4 L 85 Al 6 2 69 (£
E518) M E OB AAEHE o PE
B2 R A T ok A i 488 T 4 PR AR AR
Hh B — R A B 5T IR IR i 0 A e B
53Rk A PT R 3RE 6 Rl A EE - HEAR
BEE RN 2 Gt RAIF 2 REOH
A AR - LR - RNABERE
2EHEMN—ENEBAR  BWAKRD
SFFRE (G E ST EFEER) K10%
BAEE R EEEHERED
Z T A AR & AR 50% o B - R
FoERREF A=+ -HIEFE -
AREBIE B E 2£4914,529,00078 7T
(=N 9,840,000/ 7T) °

18. RESERVES (Cont’d)

a.

The share premium of the Company as of 31 December 1999
arising from share exchange upon the Reorganisation
represents the difference between the nominal value of the
shares of the Company issued in exchange for the entire
issued share capital of Lee Shing Holdings and the value of
the underlying net assets of the subsidiaries at the date they
were acquired by the Company on 29 September 1999. The
additions to the share premium of the Company during the
year ended 31 December 2000 arose from the issuance of
shares upon the conversion of the Bonds (see Note 16) and
shares issued to YY Holdings pursuant to a placement
agreement, net of the relevant issuing expenses (see Note
17).

Under the Companies Law (1998 Revision) of the Cayman
Islands, the share premium account is distributable to the
shareholders of the Company provided that immediately
following the date on which the dividend is proposed to be
distributed, the Company will be in a position to pay off its

debts as they fall due in the ordinary course of business.

Statutory reserves represent the statutory surplus and general
reserves of the subsidiaries in the PRC and form part of the
shareholders’ funds of the subsidiaries. In accordance with
relevant financial regulations of the PRC and Articles of
Association of the subsidiaries, the subsidiaries are required
to appropriate a portion for their statutory net income (after
offsetting any prior year losses) to the statutory reserves.
Such appropriations are based on the profits as reported in
their statutory financial statements prepared in accordance
with generally accepted accounting principles in the PRC,
which will be different from profits reported under generally
accepted accounting principles in Hong Kong. In particular, a
100% owned subsidiary of the Company in the PRC is
required to transfer at least 10% of its net income (after
offsetting any prior year losses) to a statutory general reserve
until the reserve balance reaches 50% of the registered
capital of that subsidiary. Accordingly, appropriations in an
aggregate amount of approximately HK$14,529,000 (1999 -
HK$9,840,000) were made by the Group for the year ended
31 December 2000.
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R—AINEREBSEMAR  AEEEH
EEMA R REE L OB A
22,348,000 TEHAEAR » FAKRSE
B H A A o

R—NNANFAREBEEHE - FEEE
NAREMBRARAEE - AANEDEA
=+ HIEMRE % F149110,320,0007 7T
BEREAR  (EAASEMEHER A
R A RE AR - ARGt
RARMEDIRZF - At - AEE—F
FA—#EORBEFRTEHDIE TR
R2H -

F BB A AR R B R A E M
R W IRAE N SR o LR
BHEBBES—REMNNS T RAR R
HEERR - AREHE-_TTTF+
ZA=+—HAHEAIR TR A RE R
F 4 %3139,000,0007 7T (— LU
42,000,000/87C) * MB AR BN I
SRR A R IR S - B R R AR i
R 5 56 B 765 S 2k P8R 15 B9 4R B8 )
BMEE o

AR A2 A DR e ER G R ER
RANRBREB T c RZTTTF =
A=1+—R ' ARRAHIRGARRD
5 15 49 285,409,0007 7T (— LU
213,445,000/ 7T) ©

I8 B A1 4 ) 22 35 49 28,575,000/ 7T (—
JUILLE & 14,203,000/ 7T) i Al » B0
ARAIREAER -

18. RESERVES (Cont'd)

C.

During the Reorganisation of the Group in 1999, the
aggregate appropriations to the statutory reserves made by
the Group up to the Reorganisation, in the amount of
approximately HK$22,348,000 was capitalised as capital

reserve of the Group.

During the Reorganisation of the Group in 1999, retained
profits up to 30 April 1999 of Xinwei Group Limited and its
then subsidiaries amounting to approximately HK$110,320,000
was capitalised as registered capital and capital reserves of
the two subsidiaries of the Group and will not be available for
distribution to the Company. Accordingly, a portion of the
Group’s retained profits in the same amount is also not

available for distribution to shareholders.

Dividends from the PRC subsidiaries will be declared based
on profits as reported in their statutory financial statements.
Such profits will be different from the amounts reported
under generally accepted accounting principles in Hong
Kong. The Group’s retained profits available for distribution to
shareholders as of 31 December 2000 amounted to
approximately HK$139,000,000 (1999 - HK$42,000,000),
representing the aggregate amount of the retained profit as
reported in the financial statements of the Company and the
PRC statutory financial statements of Xinwei Leeshing Rare

Earth and Xinwei Leeshing Refractory Materials.

The Company’s reserves available for distribution comprise
the share premium account and retained profit. As of 31
December 2000, the reserves of the Company available for
distribution to shareholders amounted to approximately
HK$285,409,000 (1999 - HK$213,445,000).

The profit attributable to shareholders included a profit of
approximately HK$28,575,000 (1999 - HK$14,203,000) which

has been dealt with in the accounts of the Company.
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20.

BITHEREBEHEE

RZZTZEZEF+_A=+—H  KARAH A
BIRITAE 439,000,000 TIERE HRE R
39,506,000/ TTIEARIIE T AR - 25 %A
2HERMERCHA - ZBHIRERU—F
TORZRMESBEORITENFRIEE K
ARER -

THRMEDEAHENEE -

BRET

FIREKRRBF TIREF AR R EGERE 5
#9140,923,00078 7T (— LILIVE + 81,167,000
7T) R G EAE B17E @R 6 I A
607,684,0008% (— JLILIVEF © 482,877,0008%) &t

=)
e

FREERA IRFNEARBRRENGE
s A#141,486,00078 7T K B BT E BAR A0 h0E
19 84623,944, 00008515 - WEF AEH 2
BE#HEYE (R0 - —NANFAE
BEHEEARREER - NANNFERT
R SERF -

19.

20.

BANKING FACILITIES AND PLEDGE OF ASSETS

As of 31 December 2000, the Group had banking facilities of
approximately HK$39,000,000 for trade finance and HK$39,506,000
for long-term loans, respectively. All of the long-term loans facilities
were utilised as of that date. The trade finance facility is secured by
a first charge over a time deposit account held with a bank in an

amount not less than the facility amount.

All these facilities bear interest at commercial rates.

EARNINGS PER SHARE

Basic earnings per share was calculated based on the consolidated
profit attributable to shareholders for the year of approximately
HK$140,923,000 (1999 - HK$81,167,000) and the weighted average
number of ordinary shares of approximately 607,684,000 (1999 -
482,877,000) in issue during the year.

Diluted earnings per share was calculated based on the adjusted
consolidated profit attributable to shareholders for the year of
approximately HK$141,486,000, and the weighted average number
of ordinary shares in issue of approximately 623,944,000 after
taking into consideration the potential dilutive effect of the Bonds
(see Note 16). There were no dilutive potential ordinary shares in
1999 and no diluted earnings per share is presented in respect of
1999.



21. RERERERME

21. NOTES TO THE CONSOLIDATED CASH FLOW

STATEMENT
a. BREAENELEEH RS RAFE a.  Reconciliation of profit before taxation to net cash inflow
ZHR from operating activities:
k3 3 35 —NhE
2000 1999
BRI BETT
HK$’000 HK$’000
(Pt 5 25)
(Note 25)
REEREBORB AL E 5T : Operating profit from ordinary activities before taxation:
% 356 A1 Vg A1 Profit before taxation 145,679 116,904
TEENE Depreciation of fixed assets 14,311 9,263
R EE A ERE Loss on disposal of fixed assets 7,967 163
FEBF & a2 General provision for inventory obsolescence
FEREE and net realisable value 2,286 165
AR Provision for bad and doubtful debts 7,617 370
B BA Interest income (4,648) (633)
SR Interest expenses 4,013 4,645
ARREFETER Convertible bond issue expenses 1,757 -
& (Em) md (Increase) Decrease in inventories (58,252) 4,041
JFE T B R R E At Decrease (Increase) in accounts receivable and
FEW 2@ () other receivables 1,161 (25,727)
BRHIE  ZE Rk Increase in prepayments, deposits and
HiRBEE 2 M other current assets (55,800) (23,324)
FEM A= R B2 A (M) (Increase) Decrease in due from related companies (389) 682
ERERF 2/ Decrease in accounts payable (12,972) (1,063)
BREAEEMBENK (2 Increase (Decrease) in accruals and other payables,
hEIEER) 28 O including PRC VAT payable 889 (18,431)
ENZEREH2EmMm Cfd) Increase (Decrease) in due to directors 1,290 (62)
FE TR A Rl K2 38 N Increase in due to related companies 394 698

REXBLRSRAFR

Net cash inflow from operating activities

- 67,691
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21. RERERERME () 21. NOTES TO THE CONSOLIDATED CASH FLOW
STATEMENT (Cont’d)

b.  R—hANNFEMER - WHEMEILIER b.  Analysis of acquisition of operating assets and liabilities of
BEERBARZERENARINLE two companies in 1999 which were not wholly-owned by Mr.
MEERABREZZOMMAT : Jiang and Mrs. Jiang, upon the Reorganisation as follows:

F&E
GROUP
—EETEF —NhE
2000 1999
BETRI BETT
HK$’000 HK$’000
BANFEELE Net operating assets acquired:
[El F & 7 Fixed assets - 6,644
TERTIE Construction-in-progress - 304
B & E Current assets - 14,112
mEaE Current liabilities - (14,148)
- 6,912
REKE @ BEAK Original investment, at cost - 404
PATR 5132 £+ Satisfied by:

B b7 A & 2 AR () B
AR HER

Capital contribution to a PRC subsidiary
by the then shareholders prior to listing - 6,508

BANMR S RRITHER

Cash and bank balances acquired - 87




21. RERGRERME (B 21. NOTES TO THE CONSOLIDATED CASH FLOW
STATEMENT (Cont’d)
. AFEZHMBEBHHFTMT : c.  Analysis of changes in financing during the year is as follows:
F&E
GROUP
—EEEE —hhAnE
2000 1999
;13 3
(BHERKRRE)
Share capital BITHER "TRERSH
(including share Bank Convertible & &
premium) loans bonds Total Total
BRI BRTT BRTT BRI BETT
HK$’000 HK$’000 HK$’000 HK$’000 HK$’000
£ Beginning of year 121,292 50,143 - 171,435 55,594
BATHR Issue of shares 73,500 - - 73,500 139,700
BITES Issue of the Bonds - - 39,000 39,000 -
BTG BB Share issue expenses (985) - - (985) (18,408)
RERITER Draw-down of bank loans - 3,771 - 3,771 5915
ERBITER Repayment of bank loans - (14,408) - (14,408) (11,366)
&5 510 m x Conversion of the Bonds
to ordinary shares 4,680 - (4,680) - -
d. EBRERERH d.  Major non-cash transactions

R HIRAR R R BT 2 LR 18 R
a17(d) °

See Note 17(d) for details of conversion of the Bonds into

ordinary shares issued by the Company.
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22, #AiE 22. COMMITMENTS

a.  EXREE a.
NEBA TN ERREBGEABES
BEREH BERBEER M TRE

Capital commitments
The Group had the following significant commitments for

acquisition of equipment and machinery and construction of

2B RS buildings which were not provided for in the consolidated
balance sheet of the Group.
F5E
GROUP
it 1 1 25 —AhF
2000 1999
BA¥TT BETIT
HK$’000 HK$’000
EHAERETA Authorised and contracted for 29,172 54,513
ERABRETH Authorised but not contracted for 30,254 21,911
k| Total - 76,424
T A% =
b. RERNRE b. Operating lease commitments

RZZZZF+-_A=1+—RH ' A%H
BRI EERY - ZERHEEE LT
BBEARHRAE » UREAEEAER
BRI T HEEE o LM
HOBBE_T_nEFEm - R=
§¢+:H:+*Em%%w%mﬁ
mmwm%ioﬁ%ﬁ&%+:mﬂ
AX M HFEESRE  BAmmT :

As of 31 December 2000, the Group has entered into
operating lease agreements in relation to leasing of office
premises in Hong Kong and the PRC as well as the land on
which the Group’s production and administrative facilities are
located. These leases extend to year 2029 and the total
commitment as of 31 December 2000 was approximately
HK$14,136,000. The total amount of commitment payable

within the next twelve months is analysed as follows:

X5%E
GROUP
—EETERF —hhANE
2000 1999
BETT BETIT
HK$'000 HK$’000
A5 HA i JE i 0 AR 40 Leases expiring within a period
— A —F - not exceeding one year 1 =
- —FUEETEBRF — more than one year but not exceeding five years 877 498
— BARF - exceeding five years 553 631
- 1,129
EXFBBEREERRFEN T4 Included in the above are operating lease commitments of
BREEE A T A48 & T 495 HE 49203,000 approximately HK$203,000 payable (see Note 7(c)) by the Group to
78 7t (5B aE 7(0)) ° a related party in the coming year.
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BEARBBRER-AANFETA+HA
ENARARERETE - SEFAR AN
NETA+THARTFARMBRASEZE
RERLRBBRENRE  ZSHBREY
AR AR B8 A AR ST 21 BT 5T PR A SR B R (R BB AR
RAMBG c HE_BETF+-_A=+—
B« WARA R A -

#t i A HA

FBNEEEMBLMBERRER=-"TZT—
FZA-tN\BRESTESHHE -

—AAREFHLEESF

MERNGREERRRMBRRER-F
TRFEERHATER :

- TR BRI ALREN IR IE
TRIT & & H A 3K

- RAENBKABRBERSHMRE

- MEXHRAMEEKATKESRE
RA - &

- HEETEERGIEBE BN (B
B) REMBARARERRERE
A (BR)

EERRLADBAARENMBMNN KL
EREFLBRATEH - Uk - LBREFE
BB UNAAFEMER -

23.

24,

25.

SHARE OPTION SCHEME

Under the Company’s share option scheme approved by the
shareholder of the Company on 14 October 1999, the directors may
at their discretion, within a period of ten years from 14 October
1999 make offers to full time employees of the Group to take up
options to subscribe for shares of the Company subject to the
terms and conditions stipulated. No options have been granted up
to 31 December 2000.

DATE OF APPROVAL

The financial statements set out on pages 32 to 75 were approved
by the Board of Directors on 28 March 2001.

1999 COMPARATIVE FIGURES

The presentation of the consolidated balance sheet and income

statement has been changed in 2000 as follows:

- the amounts of the accrued costs of purchases are included
in accounts payable instead of in accruals and other
payables;

- only interest income is disclosed as other revenue;

- interest expenses and other borrowing costs are disclosed as
finance costs; and

- gain or loss on disposal of fixed assets, exchange gain (loss)
and other miscellaneous income and expenses are disclosed

as other income (expenses).

The directors consider the above classifications give a fairer
presentation of the financial position and operating results of the
Group. Accordingly, comparative figures have been reclassified to

conform with the current year’s presentation.




