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CHAIRMAN'S STATEMENT

The lagging world economy persisted in 2002, giving the Group
the toughest and most challenging period since its listing. Affected
by the sluggish economy and the severe over supply of rare earth
products, price levels for rare earth products plunged, lingering at
historical lows and causing the entire rare earth industry to suffer
loss. However, helped by its comprehensive production facilities
and stringent quality controls, the Group managed to record profits
for the rare earth business. In the refractory materials business,
the Group expanded and sustained its market share with the
technical support rendered by international partners and was

therefore able to maintain a stable growth.

The Group's success is attributed to the continued support and
trust given by its clients as well as the dedication of its staff
members. In response to some news reports and queries raised
by certain media, the Company has clarified to explain the situation.
However, due to the intense competition in the PRC market and
for commercial reasons, the Group was not in a position to disclose
too much information regarding the business and operations. The
Group's annual results were audited by internationally recognized
professional accountants, therefore | strongly believe that the
financial figures were true and fair.

In the middle of last year, the Group's ex-auditors, Arthur Andersen &
Co., resigned due to its combination with PricewaterhouseCoopers.
The Group has then changed its auditors including Ernst & Young
and KPMG due to various reasons. On 5 May 2003, the Group
decided to appoint Ho and Ho & Company, auditors who have a
deeper understanding of the situation in the PRC, to fill the vacancy
and they have now completed their audit. As a result of the
changes of auditors, this year's audited results announcement

was postponed compared with previous year.

For the year ended 31 December 2002, the Group recorded a
total turnover of HK$467,663,000, representing a 24% drop
approximately from HK$617,808,000 last year. The decrease in
turnover was mainly caused by the drop in the rare earth business,
whose turnover declined from HK$374,661,000 in 2001 to
HK$206,127,000 in 2002. Profit attributable to shareholders
amounted to HK$41,032,000. Basic earnings per share were HK5
cents. During the year under review, the Group still enjoyed tax-
relief and was partially exempted on the PRC Enterprise Income

Tax.

(Annual Report 2002 4F iﬁj
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DIVIDENDS
The Board has recommended the payment of a final dividend of

HK1 cent per share for the year ended 31 December 2002.
Together with the interim dividend of HK1 cent per share, total
dividends for the year will amount to HK2 cents per share. Subject
to the approval of shareholders at the forthcoming Annual General
Meeting to be held on 8 August 2003, the final dividend will be
paid on or before 22 August 2003 to the registered shareholders
as at 8 August 2003.

The Register of Members will be closed from 5 August to 8 August
2003, both days inclusive. During this period, no transfer of shares
will be registered. To qualify for the entitlement of the proposed
final dividend and to attend the Annual General Meeting, all transfer
documents accompanied by the relevant share certificates must
be lodged with the Company’s Share Registrar in Hong Kong,
Computershare Hong Kong Investor Services Limited, for registration
not later than 4:00 p.m. on 4 August 2003.

Rare Earth Business

Rare earth products are essential additives for metallurgy,
petrochemical and glass. They are also used as raw materials in
the production of fluorescent materials, magnetic materials and
high performance batteries. Their applications have also been
extended to many consumer products such as computers, television
sets, mobile phones and automobiles.

Holding approximately 80% of the world's rare earth reserves,

China is currently the world’s main supplier of rare earth materials.

Making use of the net proceeds raised in the Hong Kong capital
market and the capital generated from ongoing business, the Group
has undertaken comprehensive and thorough technical reforms
with the expansion of its rare earth production lines in 2000 and
2001. It has combined and consolidated its originally divided
production lines into three connected rare earth separating
production lines, raising the Group’s integration levels and the
quality of its rare earth separation technology to international
standards. In 2002, the Group further enhanced its production
techniques, attaining further improvements in lowering consumption
rates, raising recycling rates and stabilizing the quality of products.
The Group’s annual production capacity for high-quality rare earth

products currently reaches 6,500 tonnes (REO).
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Nevertheless, due to technological advancements and
modernization of skills, some of the fixed assets, including
machinery and equipment which had been in use before the
Group's listing, are now obsolete. Some of the assets were also
disposed due to removal and renovation. This has led to a
substantial increase in the written-off of fixed assets compared to
the previous year. Hopefully this move will bring a positive impact

on the growth of the Group's performance in the future.

Regarding the market, the worldwide economy experienced a
downturn in 2002. In particular, the recession in Japan and the
United States, the two main export countries for China’s rare earth
products, affected the development of high-tech industries such
as semiconductors and information technology, in turn lowering
the consumption of rare earth. This situation was further worsened
by the over extraction of rare earth materials within the region,
leading to fierce competition and thus the decline in rare earth

products’ prices to historical lows in 2002.

Amid this difficult business environment, the Group was able to
capitalize on its competitive edge in terms of capital, facilities,
skills and techniques, and, at the same time, through enforcing
stringent cost controls, improving production techniques, and
market-tracking policies, to bring in slight profits for the rare earth
business. As the price of rare earth has fallen to loss incurring
levels in 2002, the Group is confident that the industry-wide
consolidation policies being implemented by the PRC government,
together with the eventual recovery of the global economy, will
make the price of rare earth rebound. The Group adopted a strategy
to increase inventory levels of rare earth products in 2002. Although
the provision for inventory was larger than that in last year due to
the drop in prices and increases in inventory levels, through
increasing the inventory balances and not participating in unhealthy
price wars, the negative repercussions due to the poor economic

cycle could hopefully be minimized.

(Annual Report 2002 4F iﬁj
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At the same time, the Group focused its efforts on the development
of high value-added products. Trichromatic phosphor production
line with designed capacity up to 500 tonnes of its subsidiary,
Wuxi Xinwei Fluorescent Materials Company Limited, commenced
operations in May 2002. It recorded sales of almost 100 tonnes
of products this year. As the gross profit of fluorescent products is
much higher than that of oxidized rare earth products, the increase
in the output of fluorescent powder would become a profit driven

point for the Group.

During the year under review, the Group sold about 3,700 tonnes
rare earth oxides, together with the fluorescent products as
mentioned above and other rare earth products, turnover of rare
earth business amounted to HK$206,127,000. Among the different
types of products, the price level for Europium oxide, which is
widely deployed in the production of energy efficient lighting and
monitor screens, maintained its levels compared with that in last
year. While the prices for Neodymium oxide and Dysprosium oxide,
which are mainly used on metallic materials, magneto-optic memory
materials and glass decreased on average by a half, the prices for
Lanthanum oxide which is widely employed in the production of
optical glass also dropped by more than 30%. Affected by the
reduction in sales volume and lowered price levels, coupled with
the significant increase in the provision for inventory, the Group's
profits generated from rare earth business in 2002 dropped
substantially, with the gross profit margin moving down to 5% in
2002 compared with 28% in 2001.

Refractory Materials Business
Refractory products are widely employed in industries including
the metallurgy, petrochemical, construction and electrical-related

businesses.

The Group's refractory materials business has been sustaining a
stable growth since its listing. Using the proceeds raised in the
capital market, the Group's refractory materials production Division
Il underwent reconstruction and expansion in 2001. The refractory
materials production Division | also completed a further round of
technical reform and expansion in June 2002. The newly installed
118m super high temperature tunnel kiln with design imported

from Japan achieved satisfactory results in trial production, raising
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the annual production capacity for medium to high-grade refractory
products to 80,000 tonnes. The standards and quality of the new
super high temperature tunnel kiln are much higher than the
previous one completed in 2001. It could produce refractory
products of much higher quality, therefore its construction costs
were also higher. The Group expects the contribution to revenue
from these production facilities, which commenced operation in
June 2002, to be reflected in the results for the financial year
2003.

The Group supplies medium to high-grade refractory products
mainly to companies engaging in the production of steel, non-
ferrous metallurgy, petrochemical and glass. The long-term technical
assistance from international partners is the Group's prime
competitive edge. It will continue to apply its expertise to improve
the standard and quality of the Group’s products and explore new
product varieties. With an expanded scope of superb products,
more international markets were captured and it secured a surge
in exports of refractory products growing from 16% in 2001 to
18% in 2002. As for local sales, adhering diligently to its business
strategies of providing top quality products and superior services,
the Group was able to maintain its share in the market of the
steel industry in the PRC.

During the year under review, the Group sold about 55,000 tonnes
of refractory materials. Turnover surged from HK$243,147,000 in
2001 to HK$261,536,000, representing a growth of approximately
89%. Triggered by users squeezing production costs, price levels
for refractory products also dropped. Nevertheless, the Group
managed to maintain the gross profit margin of refractory products
at over 30%.

RESEARCH AND DEVELOPMENT
While the industry experienced a drop in gross profit in 2002,
rather than waiting for a rebound in product prices, we took the
initiative to restructure our product mix through exploring and
producing high value-added products to raise overall profit levels
for the Group. The production line of fluorescent materials with
designed capacity of up to 500 tonnes has commenced operations,
and is expected to bring in growth in profits for the Group in

2003.

(Annual Report 2002 4F iﬁj
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Boasting outstanding research and development capabilities, the
Group's research and development centre cooperates with the
technical institutes in Shanghai to carry out research and develop
the new LED powder and PDP powder. Additionally, the Group
also saw progress in the research on nano technological oxidized
rare earth and value-added polishing powder. It also attained
successes in the research and production of highly applicable
refractory products such as high densed zirconia bricks and high

densed chrome bricks.

ENVIRONMENTAL PROTECTION
The Group considers environmental protection a direct act of
bringing benefits to the community. As a corporation on the
surveillance list of the Environmental Protection Department of
Jiangsu Province, the PRC, the Group's production procedures and
facilities, which include a production line for lonic Ore with an
annual production capacity of 3,500 tonnes (REO), are fully
compliant with the environmental regulations. The Group's internal
environmental protection management system was launched in
June 2002 and the Group has applied for ISO14000 certification.

CQC is currently auditing related implementation work.

LIQUIDITY AND FINANCIAL RESOURCES
As at 31 December 2002, the Group had cash and bank balances
of approximately HK$333,000,000 with nil long-term liability. Total
liabilities to total assets ratio has been maintained at approximately

7%.

STAFF AND REMUNERATION
As at 31 December 2002, the Group had a workforce of
approximately 950 staff. Comprehensive remuneration and welfare
packages are offered to them. Keeping abreast of market trends,
the Group continues to employ professionals with the right skills
and expertise in management, research and development, and
production. Training programs are also conducted regularly to
enable staff to fully explore their potential in their respective

positions.

During the year under review, total staff costs incurred excluding
directors’ emoluments amounted to HK$11,776,000. The Group
has also adopted a share option scheme as part of the benefits

package to reward staff for outstanding performance.
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USE OF PROCEEDS
In July 2001, the Group has placed 105,200,000 new shares and
generated net proceeds of approximately HK$250,000,000. Among
which, HK$140,000,000 had been used in investment for
restructuring the production lines for refractory products and the
additions of production facilities for fluorescent materials in 2001
and 2002. The remaining portion had been allocated to current

assets.

PROSPECTS
The Group's business strategies in the past few years were, through
the expansion and upgrading of production facilities, to achieve
economies of scale. The Board believes that preliminary technical
reforms and expansion have generally been completed. On the
understanding that not many internal investments will be made,
the Group’s business goal for the next few years will be to further
explore its internal and external competitive advantages. Major
emphasis will also be placed on the research and development of
value-added products, which will allow the Group to benefit from
the economies of scale achieved and to enhance overall

competitiveness.

Rare Earth Business

Since last year, the PRC government has initiated the restructuring
of the PRC's rare earth industries. It has actively supervised and
assisted rare earth corporations in the PRC to form two major rare
earth groups in order to protect state-owned resources. The
Southern and Northern groups are expected to be established in
2003 and it will be an important milestone in the development of
China's rare earth industry. The regulatory policies will help to
minimize the negative impact of fierce market competition and
bring the price of rare earth back to reasonable levels. The Group
pledges its full support to the future development of the rare

earth groups.

Although the Group is confident of a rebound in rare earth prices,
which will bring in extra sales and increase gross profit margins,
we will continue in full thrust to achieve the goal of developing
high value-added products and restructure our product mix. We
plan to further increase the sales of fluorescent materials and
launch more high value-added products, including polishing powder

into the market as soon as we can in 2003.

(Annual Report 2002 4F iﬁj
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Furthermore, the Group will unrelentingly improve its research
and development capabilities. It has been constantly providing
trainings for its research and development staff and, in cooperation
with large-scale research and development institutions and
universities, developing new products. To grow with the global
market, the Group will work hand-in-hand with clients, staying
alert to their needs and market trends, and assisting them in

developing new products in a timely manner.

Appreciating the importance of strengthening its sales network,
the Group will continue to employ and nurture sales professionals,
explore new market segments and strengthen customer

relationships.

Refractory Materials Business

While decreasing demand for refractory products looks to be the
general trend for refractory materials industry, the demand for
medium to high-grade refractory products is on the rise. To meet
this increasing demand for medium to high-grade refractory
products, the Group plans to further improve and upgrade existing
production facilities, increasing the present production capacity of
80,000 tonnes to approximately 100,000 tonnes without seeking
additional financing. The expansion plan is now in progress and is

expected to be completed at the end of 2003.

The Group will also continue to enlarge its market share in
international markets and achieve its long-term goal to increase

the export ratio to 50%.

Finally, on behalf of the Board, | would like to extend my gratitude
to our shareholders, investors, customers, suppliers and business
partners for their continuous commitment and contribution. | also
wish to thank all our staff members for their continued commitment

and dedication.

Jiang Quanlong
Chairman
26 June 2003



