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The Company is incorporated in the Cayman lIslands as an
exempted company with limited liability and its shares are
listed on The Stock Exchange of Hong Kong Limited (the
“Stock Exchange”). The addresses of the registered office
and principal place of business of the Company are disclosed

in the corporate information section to the annual report.

The consolidated financial statements are presented in Hong
Kong dollars, being the measurement currency of the

Company and its subsidiaries (“the Group”).

The Group is engaged in the manufacture and sales of rare
earth products (including fluorescent products) and refractory
products (including high temperature ceramics products and

magnesium grains).

In the current year, the Group has applied, for the first time,
a number of new Hong Kong Financial Reporting Standards
("HKFRSs"), Hong Kong Accounting Standards (“HKASs") and
Interpretations (hereinafter collectively referred to as “new
HKFRSs") issued by the Hong Kong Institute of Certified Public
Accountants (the "HKICPA") that are effective for accounting
periods beginning on or after 1 January 2005. The application
of the new HKFRSs has resulted in a change in the
presentation of the consolidated income statement,
consolidated balance sheet, consolidated cash flow statement
and consolidated statement of changes in equity. In particular,
the presentation of minority interests has been changed. The
changes in presentation have been applied retrospectively.
The adoption of the new HKFRSs has resulted in changes to
the Group's accounting policies in the following areas that
have an effect on how the Group's results for the current

and/or prior accounting years are prepared and presented:
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In the current year, the Group has applied HKFRS 3 “Business
Combinations” which is effective for business combinations
for which the agreement date is on or after 1 January 2005.
The principal effects of the application of HKFRS 3 to the

Group are summarised below:

Goodwill

In previous years, goodwill arising on acquisition of a
subsidiary was capitalised and amortised over its estimated
useful life. The Group has applied the relevant transitional
provisions in HKFRS 3 from 1 January 2005, and has
discontinued amortising such goodwill from 1 January 2005
onwards and goodwill will be tested for impairment at least
annually. Goodwill arising on acquisitions after 1 January 2005
is measured at cost less accumulated impairment losses (if
any) after initial recognition. As a result of this change in
accounting policy, no amortisation of goodwill has been
charged in the current year. Comparative figures for 2004

have not been restated (see note 3 for the financial impact).

Excess of the Group’s interest in the net fair value of
acquiree’s identifiable assets, liabilities and contingent
liabilities over cost (previously known as “negative goodwill”)
In accordance with HKFRS 3, any excess of the Group's
interest in the net fair value of acquiree’s identifiable assets,
liabilities and contingent liabilities over the cost of acquisition
(“discount on acquisition”) is recognised immediately in the
profit or loss in the year in which the acquisition takes place.
In previous years, negative goodwill arising on acquisitions
prior to 1 January 2001 was held in reserves. In accordance
with the relevant transitional provisions in HKFRS 3, the Group
has derecognised all negative goodwill on 1 January 2005 of
HK$10,489,000 which was previously recorded in reserves,
with a corresponding increase to accumulated profits (see

note 3 for the financial impact).
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In previous years, owner-occupied leasehold land and
buildings were included in property, plant and equipment
and measured using the cost model. In the current year, the
Group has applied HKAS 17 “Leases”. Under HKAS 17, the
land and buildings elements of a lease of land and buildings
are considered separately for the purposes of lease
classification. To the extent that the allocation of the lease
payments between the land and buildings elements can be
made reliably, the leasehold interests in land are reclassified
to prepaid lease payments under operating leases, which are
carried at cost and amortised over the lease term on a straight-
line basis. This change in accounting policy has been applied
retrospectively. Comparative figures for 2004 have been

restated (see note 3 for the financial impact).

In the current year, the Group has applied HKAS 32 “Financial
Instruments: Disclosure and Presentation” and HKAS 39
“Financial Instruments: Recognition and Measurement”. HKAS
32 requires retrospective application. HKAS 39, which is
effective for annual periods beginning on or after 1 January
2005, generally does not permit the recognition, derecognition
or measurement of financial assets and liabilities on a
retrospective basis. The principal effects resulting from the
implementation of HKAS 32 and HKAS 39 are summarised

below:

Classification and measurement of financial assets and
financial liabilities
The Group has applied the relevant transitional provisions in
HKAS 39 with respect to the classification and measurement
of financial assets and financial liabilities that are within the
scope of HKAS 39.
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Financial assets and financial liabilities other than debt and
equity securities

From 1st January 2005 onwards, the Group classifies and
measures its financial assets and financial liabilities other
than debt and equity securities (which were previously outside
the scope of the Statement of Standard Accounting Practice
24 (“SSAP 24™)) in accordance with the requirements of
HKAS 39. As mentioned above, financial assets under HKAS
39 are classified as “financial assets at fair value through
profit or loss”, "available-for-sale financial assets”, “loans and
receivables” or “held-to-maturity financial assets”. Financial
liabilities are generally classified as “financial liabilities at fair
value through profit or loss” or “financial liabilities other than
financial liabilities at fair value through profit or loss (other
financial liabilities)". The Group's financial liabilities comprise
other financial liabilities which are carried at amortised cost

using the effective interest method after initial recognition.

Derecognition

HKAS 39 provides more rigorous criteria for the derecognition
of financial assets than the criteria applied in previous years.
Under HKAS 39, a financial asset is derecognised, when and
only when, either the contractual rights to the asset’s cash
flows expire, or the asset is transferred and the transfer
qualifies for derecognition in accordance with HKAS 39. The
decision as to whether a transfer qualifies for derecognition
is made by applying a combination of risks and rewards and
control tests. The Group has applied the relevant transitional
provisions and applied the revised accounting policy
prospectively in relation to transfer of financial assets from 1
January 2005 onwards. This change has had no material

effect on the results for the current year.
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In the current year, the Group has applied HKFRS 2 “Share-
based payments” which requires an expense to be recognised
where the Group buys goods or obtains services in exchange
for shares or rights over shares (“equity-settled transactions”),
or in exchange for other assets equivalent in value to a given
number of shares or rights over shares (“cash-settled
transactions”). The principal impact of HKFRS 2 on the Group
is in relation to the expensing of the fair value of share
options granted to directors and employees of the Group,
determined at the date of grant of the share options, over
the vesting period. The Group has applied HKFRS 2 to share
options granted on or after 1 January 2005. In relation to
share options granted by the Group after 7 November 2002,
all of the options were vested before 1 January 2005 and

therefore no comparative figures have been restated .
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The effect of the changes in the accounting policies described

in note 2 above on the results for the current and prior years

are as follows:

Decrease in depreciation on
property, plant and equipment

Increase in amortisation of prepaid
lease payments on land use rights

Decrease in amortisation of goodwill

Increase in profit for the year

—2TEA =
2005 2004

FHE T FHET
HK$'000 HK$'000
588 551

(351) (335)

7175 19
7,412 235

Analysis of increase in profit for the year by line items

presented according to their function:

Depreciation and amortisation
Goodwill

Increase in profit for the year

—ETTRF —ZEMF
2005 2004
FET FHET

HK$'000 HK$'000
237 216
7175 19
7,412 235
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RZZEZEMNFF+—_A=+—HAK=ZZEZE The cumulative effects of the application of the new HKFRSs
L -—RA-—RZBERBREARBHE on the balance sheet as at 31 December 2004 and 1 January
BHMBREENNRFZEHRFZOT 2005 are summarised as follows:
R=ZZ0F R=ZZMNF
TR TR RZZELE
=t-H =t-H -B-H
(R 50) HE HE  (EFRD HE  (EFRD
As at As at As at
31 December 31 December 1 January
2004 2004 2005
(originally stated) ~ Adjustment  Adjustment (restated)  Adjustment (restated)
THL THL THL TAL THL THL
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
= F=H EEMBHE
EUE1S  EABITH ERI% 35
HKAS 1 HKAS 17 HKFRS 3
BE Goodwill 136,918 = (378) 136,540 = 136,540
n% - BERR Property, plant and
NRERIR equipment and
construction-in-progress 559,798 = (10,032) 549,766 = 549,766
BEAMHELHFEREFIE  Prepaid lease payments
on land use rights - - 10,384 10,384 - 10,384
At EEFR Other assets, net 622,986 - - 622,986 - 622,986
BEFE Net assets 1,319,702 - (26) 1319676 - 1319676
A Share capital 98,695 - - 98,695 - 98,695
2 Accumulated profits 489,467 - (25) 489,442 10,489 499,931
EAGE Capital reserve 32,837 - - 32,837 (10,489) 22,348
Bt Other reserves 681,232 - - 681,232 - 681,232
DEREER Minority interests - 17471 0 17470 - 17470
ERes Total equity 1,302,231 17471 (26) 1,319,676 - 1319676
DEREER Minority interests 17471 (17471) = = = =

1,319,702 = (26) 1,319,676 = 1,319,676
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R-ZZEZMFE-A-—AAKERERF The financial effects of the application of the new HKFRSs to
BAEN M BLENT the Group's equity as at 1 January 2004 are summarised
below:

&gt BESE
RERS  ERAIZE1%E ERIE175H Ef ki
As originally
stated HKAS 1 HKAS 17  As restated
FHET FET FHET THT
HK$'000 HK$'000 HK$'000 HK$'000

[N Share capital 81,445 = = 81,445
B 17 B Share premium 412,485 = = 412,485
H o 18 Other reserves 102,747 — = 102,747
DB Minority interests - 15,820 ) 15,818
Sl Accumulated profits 400,182 - (259) 399,923

BaER Total equity 996,859 15,820 (261) 1,012,418



ANNUAL REPORT 2005 4 3R

e B IR R M 5F NOTESTO THE CONSOLIDATED FINANCIAL STATEMENTS
HE_ZTTAF+-_A=+—HIEFE Year ended 31 December 2005

AEEVERERAUTERGER =
TS+ A=+ —BHARERZH
ZH - REBRETER - ARAEERE
i RAREHENARES T H K
SEZHEENBHREEREATE -

BEAGFEAE 1R (BFTAR)

HKAS 1 (Amendment)

BB G ERE 195 (BFTA)

HKAS 19 (Amendment)

BEAGFEAE 215 (BFTAR)

HKAS 21 (Amendment)

R g ERFE 395 (BT X)

HKAS 39 (Amendment)

BB G ERFE 395 (BFTR)

HKAS 39 (Amendment)

BB EAEI9% K
BHEIBRELRE AT (BFTAR)

HKAS 39 & HKFRS 4 (Amendments)

&V B 5 S AE I 5 657

HKFRS 6
BRMBREEAETH
HKFRS 7

B (IFRIC) — 2B FE 457
HK(IFRIC)-Int 4
BB (FRIO) — R EFE 55
HK(IFRIC)-Int 5

E#(FRIO)— R EF6%
HK(IFRIC)-Int 6

EH(FRIO)—REBE7H
HK(IFRIC)-Int 7

' RZIETLF R HAREARNRZ
FREHBMER -

2 RIEERF-A-BHHEERRZ
FREHMEY -

S R-EERAFT-_A-HIERRS
ZEEHRREX -

fORZIEERF=ZA-BRHERGZ
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The Group has not early applied the following new standards,
interpretations and amendments that have been issued but
are not yet effective as at 31 December 2005. The directors
of the Company anticipate that the application of these new
standards or interpretations will have no material impact on

the consolidated financial statements of the Group.

BEARWE!

Capital Disclosures’

BERE  SEERIRE?

Actuarial Gains and Losses, Group Plans and Disclosures?
BINEBIRE F 2

Net Investment in a Foreign Operation?
BFASEANBRScREREN PR ERIEIES

Cash Flow Hedge Accounting of Forecast Intragroup Transactions?
gz A TEE?

The Fair Value Option?

B ERE L2

Financial Guarantee Contracts?

BYERZ B KA Ah2

Exploration for and Evaluation of Mineral Resources?

SRIA RE

Financial Instruments: Disclosures!

EXRREeEEg?

Determining whether an Arrangement Contains a Lease?

REEE ERERECEESHEL R ZHEM?

Rights to Interests Arising from Decommissing, Restoration and
Environmental Rehabilitation Funds?

PEBEMEMELEZABE-BENREFREZER:

Liabilities arising from Participating in a Specific Market — Waste Electrical
and Electronic Equipment?

REEBSTENE2R [BRUEBRERREED M BRE] RASME

Applying the Restatement Approach under HKAS 29 “Financial Reporting in
Hyperinflationary Economies"*

i Effective for annual periods beginning on or after 1 January
2007.

2 Effective for annual periods beginning on or after 1 January
2006.

E Effective for annual periods beginning on or after 1
December 2005.

& Effective for annual periods beginning on or after 1 March
2006.
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The consolidated financial statements have been prepared
on the historical cost basis, except for certain buildings of
the Group, which are measured at revalued amounts, as

explained in the accounting policies set out below.

The consolidated financial statements have been prepared in
accordance with HKFRSs issued by the HKICPA. In addition,
the consolidated financial statements included applicable
disclosures required by the Rules Governing the Listing of
Securities on the Stock Exchange and by the Hong Kong

Companies Ordinance.

The consolidated financial statements incorporate the financial

statements of the Company and its subsidiaries.

The results of subsidiaries acquired or disposed of during the
year are included in the consolidated income statement from
the effective date of acquisition or up to the effective date of

disposal, as appropriate.

Where necessary, adjustments are made to the financial
statements of subsidiaries to bring their accounting policies

into line with those used by other members of the Group.

All intra-group transactions, balances, income and expenses

are eliminated on consolidation.

Minority interests in the net assets of consolidated subsidiaries
are presented separately from the Group's equity therein.
Minority interests in the net assets consist of the amount of
those interests at the date of the original business combination
and the minority’s share of changes in equity since the date
of the combination. Losses applicable to the minority in excess
of the minority's interest in the subsidiary’s equity are allocated
against the interests of the Group except to the extent that
the minority has a binding obligation and is able to make an

additional investment to cover the losses.
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Goodwill arising on an acquisition of a subsidiary for which
the agreement date is before 1 January 2005 represents the
excess of the cost of acquisition over the Group's interest in
the fair value of the identifiable assets and liabilities of the
relevant subsidiary at the date of acquisition.

For previously capitalised goodwill, the Group has discontinued
amortisation from 1 January 2005 onwards, and such goodwill
is tested for impairment annually, and whenever there is an
indication that the cash generating unit to which the goodwill
relates may be impaired.

Goodwill arising on an acquisition of a subsidiary for which
the agreement date is on or after 1 January 2005 represents
the excess of the cost of acquisition over the Group’s interest
in the fair value of the identifiable assets, liabilities and
contingent liabilities of the relevant subsidiary at the date of
acquisition. Such goodwill is carried at cost less any
accumulated impairment losses.

Capitalised goodwill arising on an acquisition of a subsidiary
is presented separately in the balance sheet.

For the purposes of impairment testing, goodwill arising from
an acquisition is allocated to each of the relevant cash-
generating units, or groups of cash-generating units, that are
expected to benefit from the synergies of the acquisition. A
cash-generating unit to which goodwill has been allocated is
tested for impairment annually, and whenever there is an
indication that the unit may be impaired. For goodwill arising
on an acquisition in a financial year, the cash-generating unit
to which goodwill has been allocated is tested for impairment
before the end of that financial year. When the recoverable
amount of the cash-generating unit is less than the carrying
amount of the unit, the impairment loss is allocated to reduce
the carrying amount of any goodwill allocated to the unit
first, and then to the other assets of the unit pro rata on the
basis of the carrying amount of each asset in the unit. Any
impairment loss for goodwill is recognised directly in the
income statement. Impairment loss for goodwill is not reversed
in subsequent years.

On subsequent disposal of a subsidiary, the attributable
amount of goodwill capitalised is included in the determination
of the amount of profit or loss on disposal.
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Property, plant and equipment are stated at cost or fair value

less accumulated depreciation and impairment losses.

Certain buildings are stated in the balance sheet at their
revalued amount, being the fair value at the date of revaluation
less any subsequent accumulated depreciation and
impairment losses. Revaluations are performed with sufficient
regularity such that the carrying amount does not differ
materially from that which would be determined using fair

values at the balance sheet date.

Any revaluation increase arising on revaluation of buildings is
credited to the revaluation reserve, except to the extent that
it reverses a revaluation decrease of the same asset previously
recognised as an expense, in which case the increase is
credited to the income statement to the extent of the decrease
previously charged. A decrease in net carrying amount arising
on revaluation of an asset is dealt with as an expense to the
extent that it exceeds the balance, if any, on the revaluation
reserve relating to a previous revaluation of that asset. On
the subsequent sale or retirement of a revalued asset, the
attributable revaluation surplus is transferred to accumulated

profits.

Depreciation is provided to write off the cost or fair value of
items of property, plant and equipment, over their estimated
useful lives and after taking into account of their estimated

residual values, using the straight-line method.

An item of property, plant and equipment is derecognised
upon disposal or when no future economic benefits are
expected to arise from the continued use of the asset. Any
gain or loss arising on derecognition of the asset (calculated
as the difference between the net disposal proceeds and the
carrying amount of the item) is included in the income

statement in the year in which the item is derecognised.
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Land use rights are stated at cost less accumulated

amortisation and impairment losses.

Construction-in-progress represents plant and properties under
construction and is stated at cost less accumulated impairment
losses. This includes cost of construction, plant and equipment
and other direct costs. Upon completion of construction, the
relevant costs are transferred to appropriate categories of
property, plant and equipment when they are ready for their
intended use. No depreciation is provided on construction-

in-progress until the asset is completed and put into use.

At each balance sheet date, the Group reviews the carrying
amounts of its assets to determine whether there is any
indication that those assets have suffered impairment loss. If
the recoverable amount of an asset is estimated to be less
than its carrying amount, the carrying amount of the asset is
reduced to its recoverable amount. Impairment loss is
recognised as expense immediately, unless the relevant asset
is carried at a revalued amount under another standard, in
which case the impairment loss is treated as a revaluation

decrease under that standard.

Where impairment loss subsequently reverses, the carrying
amount of the asset is increased to the revised estimate of
its recoverable amount, such that the increased carrying
amount does not exceed the carrying amount that would
have been determined had no impairment loss been
recognised for the asset in prior years. A reversal of
impairment loss is recognised as income immediately, unless
the relevant asset is carried at a revalued amount under
another standard, in which case the reversal of the impairment
loss is treated as a revaluation increase under that other

standard.
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Inventories are stated at the lower of cost and net realisable

value. Cost is calculated using the weighted average method.

Provisions are recognised when the Group has a present
obligation as a result of a past event, and it is probable that
the Group will be required to settle that obligation. Provisions
are measured at the directors’ best estimate of the
expenditure required to settle the obligation at the balance
sheet date, and are discounted to present value where the

effect is material.

Financial assets and financial liabilities are recognised on the
balance sheet when a group entity becomes a party to the
contractual provisions of the instruments. Financial assets
and financial liabilities are initially measured at fair value.
Transaction costs that are directly attributable to the acquisition
or issue of financial assets and financial liabilities (other than
financial assets and financial liabilities at fair value through
profit or loss) are added to or deducted from the fair value
of the financial assets or financial liabilities, as appropriate,
on initial recognition. Transaction costs directly attributable to
the acquisition of financial assets or financial liabilities at fair
value through profit or loss are recognised immediately in

profit or loss.
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The Group’s financial assets are classified into one of the
four categories, including financial assets at fair value through
profit or loss, loans and receivables, held-to-maturity
investments and available-for-sale financial assets. All regular
way purchases or sales of financial assets are recognised and
derecognised on a trade date basis. Regular way purchases
or sales are purchases or sales of financial assets that require
delivery of assets within the time frame established by
regulation or convention in the marketplace. The accounting
policies adopted in respect of loans and receivables are set

out below.

Loans and receivables

Loans and receivables are non-derivative financial assets with
fixed or determinable payments that are not quoted in an
active market. At each balance sheet date subsequent to
initial recognition, loans and receivables (including accounts
and other receivables, prepayments, deposits and other
current assets) are carried at amortised cost using the effective
interest method, less any identified impairment losses.
Impairment loss is recognised in profit or loss when there is
objective evidence that the asset is impaired, and is measured
as the difference between the asset's carrying amount and
the present value of the estimated future cash flows
discounted at the original effective interest rate. Impairment
losses are reversed in subsequent periods when an increase
in the asset's recoverable amount can be related objectively
to an event occurring after the impairment was recognised,
subject to a restriction that the carrying amount of the asset
at the date the impairment is reversed does not exceed what
the amortised cost would have been had the impairment not

been recognised.
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Financial liabilities and equity instruments issued by a group
entity are classified according to the substance of the
contractual arrangements entered into and the definitions of
a financial liability and an equity instrument. An equity
instrument is any contract that evidences a residual interest
in the assets of the Group after deducting all of its liabilities.
The Group's financial liabilities are generally classified into
financial liabilities at fair value through profit or loss and
other financial liabilities. The accounting policies adopted in
respect of financial liabilities and equity instruments are set

out below.

Financial liabilities at fair value through profit or loss

Financial liabilities at fair value through profit or loss has two
subcategories, including financial liabilities held for trading
and those designated at fair value through profit or loss on
initial recognition. At each balance sheet date subsequent to
initial recognition, financial liabilities at fair value through profit
or loss are measured at fair value, with changes in fair value
recognised directly in profit or loss in the period in which

they arise.

Other financial liabilities

Other financial liabilities including accounts payable, accruals
and other payables and amount due to a related company
are subsequently measured at amortised cost, using the

effective interest rate method.

Equity instruments
Equity instruments issued by the Company are recorded at

the proceeds received, net of direct issue costs.
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Financial assets are derecognised when the rights to receive
cash flows from the assets expire or, the financial assets are
transferred and the Group has transferred substantially all
the risks and rewards of ownership of the financial assets.
On derecognition of a financial asset, the difference between
the asset's carrying amount and the sum of the consideration
received and the cumulative gain or loss that had been

recognised directly in equity is recognised in profit or loss.

For financial liabilities, they are removed from the Group's
consolidated balance sheet (i.e. when the obligation specified
in the relevant contract is discharged, cancelled or expires).
The difference between the carrying amount of the financial
liability derecognised and the consideration received or

receivable is recognised in profit or loss.

Rental payables under operating leases are charged to the
profit or loss on a straight-line basis over the term of the
relevant lease. Benefits received and receivable as an incentive
to enter into an operating lease are recognised as a reduction

of rental expense over the lease term on a straight-line basis.

Sales of goods
Sales of goods are recognised when goods are delivered and

title has passed to the customers.

Interest income

Interest income from a financial asset is accrued on a time
basis by reference to the principal outstanding and at the
interest rate applicable, which is the rate that exactly discounts
the estimated future cash receipts through the expected life

of the financial asset to that asset's net carrying amount.
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HE_ZTTAF+-_A=+—HIEFE Year ended 31 December 2005

Income tax expense represents the sum of the tax currently

payable and deferred tax.

The tax currently payable is based on taxable profit for the
year. Taxable profit differs from net profit as reported in the
income statement because it excludes items of income or
expense that are taxable or deductible in other years and it
further excludes income statement items that are never

taxable or deductible.

Deferred tax is recognised on differences between the carrying
amounts of assets and liabilities in the financial statements
and the corresponding tax bases used in the computation of
taxable profit, and is accounted for using the balance sheet
liability method. Deferred tax liabilities are generally recognised
for all taxable temporary differences, and deferred tax assets
are recognised to the extent that it is probable that taxable
profits will be available against which deductible temporary
differences can be utilised. Such assets and liabilities are not
recognised if the temporary difference arises from goodwill
(or negative goodwill) or from the initial recognition (other
than in a business combination) of other assets and liabilities
in a transaction that affects neither the taxable profit nor the

accounting profit.

Deferred tax liabilities are recognised for taxable temporary
differences arising on investments in subsidiaries, except
where the Group is able to control the reversal of the
temporary difference and it is probable that the temporary

difference will not reverse in the foreseeable future.
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The carrying amount of deferred tax assets is reviewed at
each balance sheet date and reduced to the extent that it is
no longer probable that sufficient taxable profits will be

available to allow all or part of the asset to be recovered.

Deferred tax is calculated at the tax rates that are expected
to apply in the year when the liability is settled or the asset
is realised. Deferred tax is charged or credited to the income
statement, except when it relates to items charged or credited
directly to equity, in which case the deferred tax is also dealt

with in equity.

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 value-added
tax ("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% or 13% of the
selling price. The net VAT payable of the Group represents
Output VAT minus the VAT paid on purchases of goods and

certain specified services (known as “Input VAT").

Expenditure on research activities is recognised as expense

in the year in which it is incurred.

An internally-generated intangible asset arising from
development expenditure is recognised only if it is anticipated
that the development costs incurred on a clearly-defined
project will be recovered through future commercial activity.
The resultant asset is amortised on a straight-line basis over
its useful life, and carried at cost less subsequent accumulated

amortisation and impairment losses.
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Where no internally-generated intangible asset can be
recognised, development expenditure is recognised as

expense in the year in which it is incurred.

Intangible assets with finite useful lives are tested for
impairment when there is an indication that an asset may be
impaired (see the above accounting policy in respect of

impairment losses other than goodwill).

Gains or losses arising from derecognition of an intangible
asset are measured at the difference between the net disposal
proceeds and the carrying amount of the asset and are
recognised in the income statement when the asset is

derecognised.

Payments to the state-sponsored retirement benefit plan and
the Mandatory Provident Fund Scheme (“MPF") are charged

as expenses when they fall due.

In preparing the financial statements of each individual group
entity, transactions in currencies other than the functional
currency of that entity (foreign currencies) are recorded in its
functional currency (i.e. the currency of the primary economic
environment in which the entity operates) at the rates of
exchanges prevailing on the dates of the transactions. At
each balance sheet date, monetary items denominated in
foreign currencies are retranslated at the rates prevailing on
the balance sheet date. Non-monetary items carried at fair
value that are denominated in foreign currencies are
retranslated at the rates prevailing on the date when the fair
value was determined. Non-monetary items that are measured
in terms of historical cost in a foreign currency are not

retranslated.
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Exchange differences arising on the settlement of monetary
items, and on the translation of monetary items, are
recognised in profit or loss in the year in which they arise,
except for exchange differences arising on a monetary item
that forms part of the Group’s net investment in a foreign
operation, in which case, such exchange differences are
recognised in equity in the consolidated financial statements.
Exchange differences arising on the retranslation of non-
monetary items carried at fair value are included in profit or
loss for the year except for differences arising on the
retranslation of non-monetary items in respect of which gains
and losses are recognised directly in equity, in which cases,

the exchange differences are also recognised directly in equity.

For the purposes of presenting the consolidated financial
statements, the assets and liabilities of the Group's foreign
operations are translated into the presentation currency of
the Company (i.e. Hong Kong dollars) at the rate of exchange
prevailing at the balance sheet date, and their income and
expenses are translated at the average exchange rates for
the year, unless exchange rates fluctuate significantly during
the period, in which case, the exchange rates prevailing at
the dates of transactions are used. Exchange differences
arising, if any, are recognised as a separate component of
equity (the exchange translation reserve). Such exchange
differences are recognised in profit or loss in the year in

which the foreign operation is disposed of.

Goodwill and fair value adjustments on identifiable assets
acquired arising on an acquisition of a foreign operation on
or after 1 January 2005 are treated as assets and liabilities
of that foreign operation and translated at the rate of exchange
prevailing at the balance sheet date. Exchange differences

arising are recognised in the exchange translation reserve.
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In the process of applying the Group's accounting policies
which are described in note 4 above, management has made
the following judgments that have significant effect on the
amounts recognised in the consolidated financial statements.
The key assumptions concerning the future, and other key
sources of estimation uncertainty at the balance sheet date,
that have a significant risk of causing a material adjustment
to the carrying amounts of assets and liabilities within the

next financial year, are also discussed below.

The Group's net book value of property, plant and equipment
as at 31 December 2005 was approximately
HK$544,168,000. The Group depreciates the property, plant
and equipment on a straight-line basis over the estimated
useful lives of five to twenty years, and after taking into
account of their estimated residual value, using the straight-
line method, at the rate of 5% — 20% per annum,
commencing from the date the property, plant and equipment
when they are available for use. The estimated useful lives
that the Group places the property, plant and equipment into
productive use reflects the directors’ estimate of the periods
that the Group intend to derive future economic benefits

from the use of the Group’s property, plant and equipment.

The policy for allowance of bad and doubtful debts of the
Group is based on the evaluation of collectability and aging
analysis of accounts and on management’s judgment. A
considerable amount of judgment is required in assessing
the ultimate realisation of these receivables, including the
current creditworthiness and the past collection history of
each customer. If the financial conditions of customers of
the Group were to deteriorate, resulting in impairment of
their ability to make payments, additional allowances may be

required.
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HE_ZTTAF+-_A=+—HIEFE Year ended 31 December 2005

The management of the Group reviews an aging analysis at
each balance sheet date, and makes allowance for obsolete
and slow-moving inventory items identified that are no longer
suitable for use in production. The management estimates
the net realisable value for such finished goods based primarily
on the latest invoice prices and current market conditions.
The Group carries out an inventory review on a product- by-
product basis at each balance sheet date and makes allowance

for obsolete items.

The impairment loss for property, plant and equipment are
recognised for the amounts by which the carrying amounts
exceeds its recoverable amount, in accordance with the
Group's accounting policy. The recoverable amounts have
been determined based on fair value less costs to sell, which
is based on the best information available to reflect the
amount that obtainable at each of the balance sheet date,
from the disposal of the asset in an arm'’s length transaction
between knowledgeable, willing parties, after deducting the

costs to disposal.

Determining whether goodwill is impaired requires an
estimation of the value in use of the cash-generating units to
which goodwill has been allocated. The value in use
calculation requires the Group to estimate the future cash
flows expected to arise from the cash-generating unit and a

suitable discount rate in order to calculate the present value.
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The Group's major financial instruments include accounts and
other receivables prepayments, deposits and other current
assets, accounts payable, accruals and other payables and
amount due to a related company. Details of these financial
instruments are disclosed in respective notes. The risks
associated with these financial instruments and the policies
on how to mitigate these risks are set out below. The
management manages and monitors these exposures to
ensure appropriate measures are implemented on a timely

and effective manner.

The Group mainly operates in PRC with most of the
transactions settled in Renminbi (“RMB"). It did not have
significant exposure to foreign exchange risk. Nevertheless,
the exchange rate of RMB to foreign currencies is subject to
the rules and regulations of foreign exchange control

promulgation by the PRC government.

The Group is exposed to interest rate risk through the impact

of the rate changes on bank balances.
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The Group’s maximum exposure to credit risk in the event of
the counterparties failure to perform their obligations as at
31 December 2005 in relation to each class of recognised
financial assets is the carrying amount of those assets as
stated in the consolidated balance sheet. In order to minimise
the credit risk, the management of the Group has delegated
a team responsible for determination of credit limits, credit
approvals and other monitoring procedures to ensure that
follow-up action is taken to recover overdue debts. In addition,
the Group reviews regularly the recoverable amount of each
individual trade receivables at each balance sheet date to
ensure that adequate impairment losses are made for
irrecoverable amounts. In this regard, the directors of the
Company consider that the Group's credit risk is significantly

reduced.

The Group has no significant concentration of credit risk,
with exposure spread over a number of counterparties and

customers.

Segment information is presented in respect of the Group's
business and geographical segments. Business segment
information is chosen as the primary reporting format because

this is more relevant to the Group's internal financial reporting.

The Group operates the following two main business

segments:

Rare Earth : The manufacture and sales of rare earth

products (including fluorescent products)

Refractory : The manufacture and sales of refractory
products (including high temperature
ceramics products and magnesium

grains)
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For the year ended 31 December
Turnover

RESULTS
Segment results

Unallocated corporate expenses
Interest income

Other income, net

Finance costs

Profit before taxation
Taxation

Profit for the year

OTHER INFORMATION

Capital expenditure incurred
during the year

Depreciation on property,
plant and equipment

Amortisation of prepaid lease
payments on land use rights

Allowance for inventories

Loss/(gain) on disposal of
property, plant and equipment

Written back of allowance for
bad and doubtful debts

it
Rare Earth

“FTHE —ZTTQEF
2005 2004
TR TEL
HK$'000 HK$'000
(B¥Ki)

(restated)

345,243 300,984
53,095 46,551
3,210 71,183
34,185 25,314
35 35
20 (99)

ANNUAL REPORT 2005 4 %R

fit X

Refractory
“ETRE ZZEINE
2005 2004
TR TiET
HK$'000 HK$'000
(E#Ei)
(restated)

424127 364,336

121,903 104,985

25,538 54,737

26,717 24,770

- 184

& NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

By

Total
ZTT2RF CZTIQNAF
2005 2004
TET TET
HK$'000 HK$'000
(BFxit)
(restated)

769,370 665,320

174,998 151,536

(7639)  (14524)

1,804 2,049
2,504 2339
Q1) @,117)

171,646 139,283
(0021) (17973

131,625 121,310
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NREE
ANRLEEE

BERR
NRAR

APBLERR

aERR

As at 31 December

Segment assets
Unallocated corporate assets

Total assets

Segment liabilities

Unallocated corporate
liabilities

Total liabilities

AEEMEKIEAEFTE AKX

BUM K = B 1T
EHEONMWT :

G
ZE
B
%@
Rt

o I D KB

The PRC
Japan

Europe

i

Rare Earth
“2ThE ZTTQEE
2005 2004
T THT
HK$'000 HK$'000
(BHFL)
(restated)
699,511 651,285
45774 54,622

& NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

it X B
Refractory Total
“Z2RF ZTTMF -TTRE C—TTMF
2005 2004 2005 2004
THERL TRRL TRRL T
HK$'000 HK$'000 HK$'000 HK$'000
(EF&it) (EF%i)
(restated) (restated)
756,463 638,982 1,455,974 1,290,267
137,990 137,069
1,593,964 1,427336
91,639 48,788 137413 103,410
7836 4,250
145,249 107,660

The Group's activities are conducted predominantly in

the PRC, Japan, Europe and the United States of America.

An analysis of turnover by geographical segment is as

follows:

The United States of America

Others

AEEBBANZINTHNREE

AR E -

—_ZETRF
2005
FHET
HK$'000

593,733
102,567
49,601
13,161
10,308

769,370

TTEOF
2004
TET
HK$'000

501,470
90,091
60,456

8,901
4,402

665,320

Over 90% of segment assets of the Group are located in the

PRC.
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BIERBEEXAER) HE Sales of rare earth products
(including fluorescent products)

HAEm (BESRMEER)EE  Sales of refractory products
(including high temperature

ceramics products)

FEXH : Interest expenses on:
—EHERE — discounted bills
—RITIER — bank loan

—TThF
2005
FHET
HK$'000

345,243

424,127

769,370

—_ETNRF
2005
FHET
HK$'000

21

—EENE
2004
FHET
HK$'000

300,984

364,336

665,320

—ZETNE
2004
FET
HK$'000

267
1,850

2,117
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BREAEFIB R, (GHA) T3 &E Profit before taxation has been arrived at after charging/

(crediting):
—ETRF —ZEME
2005 2004
THT FHET
HK$'000 HK$'000
(B &)
(restated)
% B R B & Auditors’ remuneration 1,360 1,200
FERE(TBEEIHA Cost of inventories (excluding
ME - BERRELITE - staff costs, depreciation on
EREE LR RFIAEE property, plant and equipment,
FEBBEARFEMHE) amortisation of prepaid lease
payments on land use rights,
allowance for inventories and
written off of inventories) 490,588 421,238
M- BERREITE Depreciation on property, plant
and equipment 60,985 50,175
AT AE &+ s P R I 8 Amortisation of prepaid lease
payments on land use rights 351 335
RSk ] Amortisation of goodwill - 6,558
BEIRA(TREEEMHE Staff costs (excluding directors’
(Kiax11)) emoluments (Note 11))
—HeRkIE — Salaries and wages 17,677 16,226
— & BIRKAE A 4L — Contribution to employment
(KtaE12) retirement benefits (Note 12) 1,016 1,072
EH (W) /EiEFaE Exchange (gain)/loss, net (6,563) 66
FEEE Allowance for inventories - 184
BiEME s KEHETH Operating lease charges on
rented premises 1,615 2,344
BREWX  KBERRXHE Loss/(gain) on disposal of property,
B8, (Wa) plant and equipment 20 (96)
B RS R B Written back of allowance for
bad and doubtful debts - (477)
MrRFHEL L Research and development
expenditure 361 415
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HE_ZTTAF+-_A=+—HIEFE Year ended 31 December 2005

(a)

(b)

BBEEERAMEOIE 161{ER £
RANFEMRBENESTH € W
T~

(a) Details of directors’ emoluments pursuant to Section

161 of the Hong Kong Companies Ordinance and the

provisions of the Listing Rules are as follows:

—ZTTREF —TETMEF
2005 2004
FHET FHET
HK$'000 HK$'000

FRNTES Non-executive directors
—He - fees 123 101

HWITES Executive directors

— e KOER — salaries and allowance 2,230 2,240
2,353 2,341

ENEEMNFN\Z(ZETEE
ANMODEZEZMEOT

B REE Jiang Quanlong
= v Qian Yuanying
B E Fan Yajun
ArRRJE Xu Panfeng
B Jiang Cainan
ZlRN Liu Yujiu
BEE Huang Chunhua
eE Jin Zhong

Total for 2005

(b) The emoluments paid or payable to each of the eight

(2004: six) directors were as follows:

BEXREHSE R

EEHE REWER B & 24 %8
Basic salaries,
allowance and Total

Directors’ fees benefits-in kind emoluments

THET FHET FHET
HK$'000 HK$'000 HK$'000
- 1,200 1,200

= 780 780

- 174 174

= 38 38

-~ 38 38

34 = 34

60 = 60

29 = 29
123 2,230 2,353
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BEXREE 2

EZHE REYEF B < 2 %8
Basic salaries,
allowance and Total

Directors’ fees

benefits-in kind

emoluments

FHET FHET FHET

HK$'000 HK$'000 HK$'000

HREE Jiang Quanlong = 1,200 1,200
T 3 Qian Yuanying - 780 780
BEE Fan Yajun - 260 260
2R N Liu Yujiu 34 - 34
BRE Huang Chunhua 60 - 60
®E Jin Zhong 7 - 7
—ETFEEE Total for 2004 101 2,240 2,341
BE_ZZERFR-_ZZTNF+= No director waived any emoluments in the years ended

A=+—RHLt&E BEESEHE 31 December 2005 and 2004.
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HE_ZTTAF+-_A=+—HIEFE Year ended 31 December 2005

hIfisSHEALEBR=U (=TT
mE: =) EF REOMEF
BFEHEREX - WENI RS
RESMA (ZBBWE - W) A
THMEMT :

(c) During the year, five highest paid individuals in the
Group, three (2004: three) are directors of the Company
whose emoluments are set out above. Their total
emoluments together with the remaining two (2004:

two) highest paid individuals are as follows:

—ZTTREF —TEMEF

2005 2004

FHBT FHBT

HK$'000 HK$'000

FehEMmMe Salaries and other emoluments 3,061 3,098

BREZNEEEANAURSH
ATHBEN FRTIIHE :

The emoluments of the five highest paid individuals
including directors and employees fall within the

following ranges:

—ZETETRF —ZEMF

2005 2004

= — 1,000,000/ 7T Nil — HK$1,000,000 4 4
1,000,001 7t — 1,500,000/ 7t HK$1,000,001 — HK$1,500,000 1 1

RBEFEAR  AEBL &R AN
REHAL (BREERER) XM
ERME - ERSEEMARR I
AR SR BB R SR S B B 0 o

No emoluments were paid to the five highest individuals
including directors and employees as inducement to
join or upon joining the Group or as compensation for

loss of office in both years.
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R EABRAREOKRE - ARA
MFBENBAREAE2EBEERNEE
BRAGTEERYR  #RBRAEERFH
17%— 20% (= EE M E : 17%—
20%) ° & BiRIK BH AT R REE
BRFEGESIN - FENBARRE
FHRFON BASZINERRAKE B
BRAEREMNEKEREHN BEZTT
AFE+-—A=+—HLFE ' RIKsTE
HRELA971,0008 L (ZSFTWMEF -
1,029,000/ 7T.) °

REEET -—EEELENDRIBEZT
TTF+-_A—HBE2HERES - %
HEATHEMERRAREIE c ZAAE
AZEEEH5%MZTEHR - BEZ
TZTAF+-A=+—HILEFEE  &&
B msafE S H K 445,0008 L (ZEE W
F : 43,0008 ) - wIEEWEEEARE
BRNEESHRKEE  UTHEBUEXES
BIREIE -

As stipulated by the relevant rules and regulations in the
PRC, the PRC subsidiaries of the Company are required to
contribute to a state-sponsored retirement plan for all of
their employees based on 17% to 20% (2004: 17% to
20%) of the employee’s basic salary. The state-sponsored
retirement plan is responsible for the entire pension
obligations payable to retired employees and the PRC
subsidiaries of the Company have no further obligations for
the actual pension payments or other post-retirement benefits
beyond the annual contributions. For the year ended 31
December 2005, the retirement plan contributions amounted
to approximately HK$971,000 (2004: HK$1,029,000).

A company in the Group operating in Hong Kong has
participated in MPF, which is a defined contribution pension
scheme, since 1 December 2000. The Company makes
monthly contributions to the scheme based on 5% of the
employees’ basic salaries. For the year ended 31 December
2005, the Group's contributions to the MPF were
approximately HK$45,000 (2004: HK$43,000). The assets
of the fund are held separately from those of the Group and

are managed by independent professional fund managers.
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—TThF —TTME
2005 2004
FHET FTHET
HK$'000 HK$'000
BEMRER Enterprise Income Tax (“EIT")
— R KB A A — The PRC subsidiaries 40,021 17,973

MRAEE G T ERTBEL - &
WEARBBNG U RS -

BNEEXHRECEREHEEER LT
BEEAERET :

R EER PRC VAT
FECEMER PRC EIT

CEMBHERBESTRNEB QAN
AHERB RN IRB BB KR -

REGFEEBATE  PREMNBAREL
BHEMANNFEBRENEERNE
EEMFANEZHRLBNEERER
WHEHER=EFEERBH50% -

RAER  AMR(ZETOF  OX)
o B B B 2 B R R 1 3 AT 1S T 50% K
ME(ZETMF &) PENME DA
NEH 2 -

Hong Kong Profits Tax has not been provided for in the
consolidated financial statements as the Group did not derive

any assessable profits in Hong Kong.

Tax payable and recoverable comprised PRC VAT and PRC

EIT as follows:

—ETEARF —EETMF
2005 2004
FHET FHET

HK$'000 HK$'000
9,399 3,024
22,416 4,037
31,815 7,061

EIT has been provided at the prevailing rates on the estimated

assessable profits applicable to each PRC subsidiary.

Pursuant to the relevant tax laws in the PRC, subsidiaries in
the PRC 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.

During the year, two (2004: four) PRC subsidiaries are entitled
to a 50% reduction of EIT and two (2004: Nil) PRC

subsidiaries are subject to full provision of EIT.
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REEABIBERES BRK 2N AL The taxation for the years can be reconciled to the profit per
UM the consolidated income statement as follows:

—TETAF —TEMF

2005 2004

FHT FAT

HK$'000 HK$'000

(&)

(restated)

B % BT 0 A Profit before taxation 171,646 139,283

REIATSH E24%t EHIE Tax at domestic income tax rate

(ZETWE : 24%) of 24% (2004: 249%) 45,899 35,946

B ERHTE Effect of tax exemption (5,878) (17,973)

RNEERIA Taxation for the year 40,021 17,973

HRNREEANEREZR  EFAUK No provision for deferred taxation has been recognised in

HERAP W ARERETH BREE the consolidated financial statements as there are no

significant temporary differences.

—EERE —EEME
2005 2004
FHT FAT
HK$'000 HK$'000
BREREOHRBARS Proposed final dividend:
BR%0.04% T HK$0.04 (2004: HK$0.02)

(ZEZTMEF : 0.0287T) per share 47374 19,739
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BREABRFREERNDREAEE The calculation of the basic and diluted earnings per share is
EAEEARRAKREEMG ML based on the profit attributable to equity holders of the
130,207,000 T (Z TN F L SH K Company of approximately HK$130,207,000 (2004 as
it : 119,658,000 7t) & T 7l &Ik &t restated: HK$119,658,000) and the following data:
&
—ZETLF —TTMEF
2005 2004
AU EERERAFH Weighted average number of
T i AR 0 T8 B ordinary shares for the calculation
of basic earnings per share 986,953,059 973,756,338
WHEAEAREMBETHEAR Deemed issue of ordinary shares
at no consideration - 152,488
FA DA 5+ 8 5 B8 2 8 69 Weighted average number of
3 R T S & ordinary shares for the calculation
of diluted earnings per share 986,953,059 973,908,826
HRBE_ZZRF+-_A=+—RH1t No diluted earnings per share was shown for 2005 as there
irlﬁ Eﬁ&%ﬁ’]jﬁ [ i i was no dilutive potential ordinary share for the year.

ZFEELHEREERN
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HK$'000
FHET
[B%:N COST
R-ZETMFE-—HA—H At 1 January 2004 -
RUBEN B R R FTE S Arising on acquisition of a subsidiary 143,495
RZETMFEF+_A=1+—HK At 31 December 2004 and 1 January 2005
—EERFE-A-HUR%EZ75 as originally stated 143,495
EREESFTENE17TRE Elimination of goodwill upon the application
BHEEE (RHa3) of HKAS17 (see note 3) (397)
RZZEZMFE+=—_A=+—BEK At 31 December 2004 and 1 January 2005
—ETRhEFE—A—HEEHRM as restated 143,098
FEFA B8 B 7 22 B 28 35 B Elimination of accumulated amortisation upon
W R (R 7E3) the application of HKFRS 3 (see note 3) (6,558)
NGNS T e Arising on acquisition of a subsidiary 63,175
R_FFAF+_H=1—-8 At 31 December 2005 199,715
RETHH ACCUMULATED AMORTISATION
RZZETZMFE—-H—H At 1 January 2004 -
NF B Charge for the year 6,577
RZZETWMF+=-_A=1+—HEK At 31 December 2004 and 1 January 2005
—EERF-A-HUREZ75 as originally stated 6,577
EREESENFE17HRE Elimination of accumulated amortisation of
HHEE (RHE3) goodwill upon the application of HKAS17
(see note 3) (19)
RZZETWMF+-_A=1+—HEK At 31 December 2004 and 1 January 2005
—ETRE—A—HEEHRM as restated 6,558
FEFA B 78 B 75 s 22 B 58 35 B Elimination of accumulated amortisation upon
W R (R 7E3) the application of HKFRS 3 (see note 3) (6,558)
R-ZFZFAF+-_HA=1—"H At 31 December 2005 -
SREFEE CARRYING VALUES
R-ZZBETRF+-_A=1t—H At 31 December 2005 199,715
RZEEWMF+=—R=+—H At 31 December 2004

mEH xR as restated 136,540
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BB 4 E199,7150008 T (ZEZ N
% 1 136,540,000/ 7T) Ty P W BB I B8
RIRFESE © 496,577,000 HEHE T
TMERaRERTHR - BREFEM
BMELREIR  AEBE-_ZTHEF
—A—HRTHEERERNE mAEH
HEZLSFETORAERR -

FRABEREARAZFBRMEI7TR

FZE o

RZZEZRFET-_HA=+—H BEZ
FEECSRIBEETIMEAR

Goodwill of HK$199,715,000 (2004: HK$136,540,000) was
arising on acquisition of subsidiaries. The amortisation of
approximately HK$6,577,000 was charged to the consolidated
income statement in 2004. Upon the application of HKFRS
3, the Group has discontinued amortising the goodwill from
1 January 2005 onwards and goodwill will be tested for

impairment at least annually.
Particulars regarding impairment testing on goodwill are

disclosed in note 17.

The carrying amount of goodwill as at 31 December 2005

related to the following subsidiaries:

BHHMBRRMERR DA

BREFEEREER DA

—ZEZRF —EEME
2005 2004
TET TET
HK$'000 HK$'000
(EHr &)
(restated)
Wuxi Xinwei High Temperature

Ceramics Co., Ltd. 136,540 136,540

Haicheng City Suhai Magnesium
Ore Co., Ltd. 63,175 =
199,715 136,540

RZBZERFE+-_A=+—HIEFE -
AEEZERERE-REAKELE
BB EXES BRI EETENRT
o BRAEALMEASEREZLHEAR
b & R RE

During the year ended 31 December 2005, management of
the Group determines that there are no impairment for the
above two subsidiaries containing goodwill on the basis of a
valuation carried out on that date by an independent qualified

professional valuer not connected with the Group.
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BT HBERZE REE RE  ERIRE By
Machinery Office
and  equipment Motor Construction-
Buildings  equipment and fixtures vehicles  in-progress Total
TAT TAT THEL TEL TEL TAT
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
RAHMRE COST OR VALUATION

RZZEME-A—H At 1 January 2004

—RER - as originally stated 139,131 274,572 5,022 4762 65,563 489,050

—FWmEBGHENE TR — effect of adoption of

b - HKAS 17 (3.917) - - - - (3.917)

—-@EHRML - as restated 135,214 274,572 5,022 4762 65,563 485,133
KEHB AR Acquisition of a subsidiary

—RER - as originally stated 37842 73,028 76 = = 110,946

—FWmEBGHENE TR — effect of adoption of

b - HKAS 17 (7742) - - - - (7742)

—-@EHRML - as restated 30,100 73,028 76 = = 103,204
nE Additions = 23,570 203 692 101,598 126,063
HEEIEEA Transfer from construction-

in- progress 7631 122,783 - - (130,414) -

RE Disposals - - (157) (175) - (332)
RZZEMES At 31 December 2004

RZETTE and 1 January 2005 172,945 493,953 5,144 5279 36,747 714,068
WEHBAR Acquisition of a subsidiary 17,850 40,089 125 1,308 = 59,372
NE Additions = 3,022 180 764 24,782 28,748
HERIREA Transfer from construction-

in- progress - 36,247 - - (36,247) -
RE Disposals (20) - - (1,000) - (1,020)
ERRR Exchange difference 3,326 9,877 94 99 596 13,992
W-ZZRF+-A=+—H At 31 December 2005 194,101 583,188 5,543 6,450 25,878 815,160
(2 Comprising:
BRKA At cost 176,894 583,188 5,543 6,450 25,878 797953
REE At valuation 17,207 - = = = 17,207
194,101 583,188 5,543 6,450 25,878 815,160
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HE_ZTTAF+-_A=+—HIEFE Year ended 31 December 2005

R BERITE

R-2EMEF-H-H

~ R

- RAEBRHENE T
2

-EEF R

REHEAT

~ R

- RAEERHENE T
hyE

-EEF R

AERE

~ R

- RMER RN 7R
2

-EEF R

RERE

RZEERFE+-A=1-H

RAFHE
R-ZEERF+-A=t—-H

ACCUMULATED AMORTISATION

AND DEPRECIATION

At 1 January 2004

- as originally stated

- effect of adoption of
HKAS17

- as restated

Acquisition of a subsidiary

- as originally stated

- effect of adoption of
HKAS17

- as restated

Charge for the year

- as originally stated

- effect of adoption of
HKAS17

- as restated

Written back on disposals

At 31 December 2004
and 1 January 2005
Acquisition of a subsidiary

Charge for the year
Written back on disposals
Exchange difference

At 31 December 2005

NET BOOK VALUES

At 31 December 2005

W-ZEME+-A=1+—H At 31 December 2004

gEHRL

as restated

BF HILRH

Buildings
TR
HK$'000

27,105

(399)
26,706

4,299

(677)
3,622

9,019

(551)
8468

38,796
2,975
8,729

830

51,330

142,771

134,149

Machinery
and
equipment
TER
HK$'000

65,570

65,570

14,002

14,002

39,842

39,842

119,414
13,360
50,319

2,780

185,873

397315

374,539

Office
equipment
and fixtures
TEL
HK$'000

1,731

1,731

1,039

1,039
(154)

2,624
76
1,023
57

3,780

1,763

2,520

RE HEBIRE

Motor Construction-
vehicles
TAT
HK$'000

in-progress
THET
HK$'000

2,746 -

2,746 =

826 -
(104) -

3,468 -
683 -
914 -

(1,000) -
66 -

4131 =
2,319

25,878

1,811 36,741

Total
FHEL
HK$'000

97152

(399)
96,753

18,309

(677)
17,632

50,726
(551)

50,175
(258)

164,302
17,094
60,985
(1,000)

3,733

245,114

570,046

549,766
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RUABMEE Lt ERENER
ENZTEFEHEE o  BREMB BT AR
F175%  W_ZETERF-A B &
NEETMERERERERBREEES
HIVEHEGE - WA BREDEHBYE
A R-ZZZEZNF-—A—BZEFKAR
BERRSATEEELEHRML

FAR T RAE -

ETASERFEER RBIEES
ERFHAR T _F+ A =+—
HERAFRMEEESH BT _F
B UEE—SEHAEEZEFT R
EEBMEBERA  BROUKKNERGRZE
FEBINE - FHER13,706,0007% T
(ZZZTMWE - 14,701,000/ 7T) 2 1BF
Z BRE{EEA15,303,000/8 0 (ZEZ N
F 16,360,000 L) °

ME  BERREABREZTIFEEX
AHRITE

gz 5%
HEs &% 10%
WMAERBERESE 20%

RE 20%

In prior year, land use rights are amortised on a straight line
basis over 20 years. With effect from 1 January 2005, prepaid
lease payments on land use rights are amortised on a straight
line basis over the lease term with the adopted of the new
HKAS 17. This change in accounting estimate has been applied
retrospectively. Accordingly, the cost and accumulated
depreciation of buildings as at 1 January 2004 have been

restated.

All buildings are located in PRC.

Certain of the Group's buildings were revalued at 31
December 2002 by an independent professionally qualified
valuer on an open market basis. Since 2002, no further
revaluations of the Group’s buildings have been carried out.
At the balance sheet date, the carrying amount of certain
buildings with revalued amount of HK$13,706,000 (2004:
HK$14,701,000) would have been HK$15,303,000 (2004:
HK$16,360,000) have they been stated at cost less

accumulated depreciation.

Property, plant and equipment are depreciated on a straight-

line basis at the following rates per annum:

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

Rz REEE L

RBEMELZOWTWT

mEEE
FRBEE

R+
R m
E K m

B FEEE

REEBEBEXRA  GFETFREANEEF
HY R E S A5,7250008 T (= F

FPO4E : 25,599,000 TT) °

The Group's prepaid lease payments
comprise:

Long-term leasehold land in PRC

Analysed for reporting purposes as:
Current asset

Non-current asset

Raw materials
Work in progress

Finished goods

Less: Allowance for inventories

—TThF
2005
FHET
HK$'000

398
12,021

12,419

—ZETLF
2005
FET
HK$'000

37,096
68,892

136,687

242,675
(14,284)

228,391

carried at net realisable value.

—EENE
2004
FHET
HK$'000

10,384

347
10,037

10,384

—ZEMF
2004
FHBT

HK$'000
54,341
66,330

118,581

239,252
(14,015)

225,237

At the balance sheet date, approximately HK$5,725,000
(2004: HK$25,599,000) of the inventories of the Group were
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AEELTESEPTEA=1TZENTH The Group allows an average credit period of 30 to 90 days
B FEEEH to its trade customers.
EEETRBENEEPOVERE N RE Credit is offered to customers following an assessment of
BAMERREINLHEEMAR PR - their financial abilities and payment track record. Credit limits
MEEFHREGFERSE MRABES are set for all customers and these can be exceeded only
IAREESABEZERTAIABBR with the approval of senior officers of the Group. Business
H-HERRECERBRNETPETRS with customers considered to have credit risk is conducted
BHURSET FEBEERBHEIK on a cash basis. Professional staff monitors overdue accounts
Rk - WA HRERK - receivable and follow up collections.
é?’éfii'% H - BURERER R E M ER At the balance sheet date, accounts and other receivables
BB comprised:
—ETRF —ZETME
2005 2004
FHT FAT
HK$'000 HK$'000
J& W BR 3k Accounts receivable 326,865 201,124
H {h & U5 5K Other receivables 20,313 10,644
347,178 211,768
W RERBE Less: Allowance for bad and
doubtful debts (8,377) (8,212)

338,801 203,556
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U R 2R DTIT ¢ An ageing analysis of accounts receivable is as follows:
—EFTRF —FTMF
2005 2004
FHET FAET
HK$'000 HK$'000
AEZENEAR Current to less than 6 months 286,780 180,549
~NEAZE—FR 6 months to less than 1 year 26,519 6,785
—EZWMERA 1 to less than 2 years 5,773 7581
ES Over 2 years 7,793 6,209
326,865 201,124
RZZEZRF+T_A=+—H F5%5E The fair values of the Group's accounts and other receivables
2 e RR TR R HAh B Wk 2 A (B B E at 31 December 2005 approximate to the corresponding
FREERE - carrying amounts.
RIZEZRFR-_ZTNF+ A=+ At 31 December 2005 and 2004, the deposit was pledged
— B ZEREERTRITERR to a bank as business guarantee given to a customer of a
BRAN—EEPIEEBER - subsidiary.
ERBRRZRRSTAT An ageing analysis of accounts payable is as follows:
—ETHF —ETNF
2005 2004
FHET FHAT
HK$'000 HK$'000
REAZEXEA A Current to less than 6 months 48,715 50,768
ANEAE—FR 6 months to less than 1 year 4,581 4,549
—EMFENA 1 to less than 2 years 1,456 491
M LA £ Over 2 years 1,497 74
56,249 55,882
RZZETERAF+ZA=+—8 F5H The fair values of the Group’s accounts payable at 31
ZENER 2 A TFEAEREEAERS December 2005 approximate to the corresponding

carrying amounts.
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FREE010/E T 2 E#EK

7S

% i

R-_EZENF—A—H
REFHE (B ita)

BETRER
R-FETEFE—H—H
RERZBEITRD (K ib)

@) R-ZTZTME—A=+NB AQ7
ZIETERRA LA IE TR EE. 1075 T
B % @ A% 1,000,000,0000 2
100,000,0007% 7T & /il 2 200,000,000
BT o

by R=ZZTZTME—A=+NB " AQ7
B %17 172,500,0000% & R EE0.10
BT AR o BTG AR D & 7 E A
RERNEZEREET -

(®)

A& B FET
Number of shares HK$'000
Ordinary shares of HK$0.10 each
Authorised:
At 1 January 2004 1,000,000,000 100,000
Increase during the year
(Note a) 1,000,000,000 100,000
At 31 December 2004
and 31 December 2005 2,000,000,000 200,000
Issued and fully paid:
At 1 January 2004 814,453,059 81,445
Issue of shares during the year
(Note b) 172,500,000 17.250
At 31 December 2004
and 31 December 2005 986,953,059 98,695
Notes:
(@) On 29 January 2004, the authorised share capital of the

Company was increased from HK$100,000,000 to
HK$200,000,000 by the creation of an additional
1,000,000,000 ordinary shares of HK$0.10 each in the
capital of the Company.

On 29 January 2004, 172,500,000 ordinary shares of
HK$0.10 each were issued. The new shares rank pari passu
with the existing shares in all respects.



ANNUAL REPORT 2005 4 %R

e B IR R M 5F NOTESTO THE CONSOLIDATED FINANCIAL STATEMENTS
HE_ZTTAF+-_A=+—HIEFE Year ended 31 December 2005

7

WEEEMZA  ARBRAEHBEH
RNBEZARDT

(a) BERERRBUARBEBTZE

At the balance sheet date, the Group had the following
commitments, so far as not provided for in the financial

statements, in respect of:

(a) Capital commitments in respect of acquisition of

ARHGE machinery and equipment and construction of buildings:
—_TTLF s S

2005 2004

TET TET

HK$'000 HK$'000

EERERETYH Authorised and contracted for 67,461 45,434

(b) REITAHBEZ L RETEEH
ERNARAFBANNKERS KA

(b) Operating lease commitments for future minimum lease

payments under non-cancellable operating leases in

AEEMT respect of land and buildings which fall due as follows:
—ETRF —ETNF

2005 2004

FET FET

HK$'000 HK$'000

—FR Within one year 1,307 1,264
FEZEZFEAF (BIEEREME) In the second to fifth year inclusive 3,036 3,063
hFE% Over five years 10,543 10,898

14,886 15,225
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RIBZNMEXNANBRITZRRESF
RELE ARBBRRPLELLER NN
NETATHBERBZBIRESS ([E
AT B ) ROBR AR T R R iR AT &) ([ 3 At
E DI

REHTE  EFTHFRFHAEE
BEMEREBEERZAEEERESR
(BEARAREMBRARZES) £
ABCR - HER 2P BEXER B
Bl & & 1E R HF R 75 B B R 3t 81 (AR
Rz RR TEXBREZBARR A
By - AEBSEERABRAREZE
BRESNRBARE BRETNRES
EREBORMEEREE TSARA
ZHEAEAERITE  EFSBEES
BRERDBES TF2HE  HETE
RAEHE TUARERL - R -_FZTAR
“EEWME+_A=+—HIEFE K
NEYERBES S LA RDBER
1E -

HE_ZTTAF+-_A=+—HIEFE Year ended 31 December 2005

At the annual general meeting of the Company held on 4
June 2004, the shareholders of the Company approved the
termination of the Company's share option scheme adopted
on 14 October 1999 (the “Old Scheme") and the adoption

of a new share option scheme (the “New Scheme").

Under the New Scheme, the directors may, at their discretion,
invite full-time employees of the Group, including directors
of the Company and its subsidiaries, any of its shareholders,
suppliers, customers, consultants, advisers and joint venture
partners or business alliance who have contributed or will
contribute to the Group to take up options to subscribe for
shares in the Company subject to the terms and conditions
stipulated therein. A nominal consideration will be paid by
the eligible participants for each lot of share options granted.
An option may be exercised at any time during a period to
be determined and identified by the directors to each grantee
at the time of making the offer, but in any event, shall not
exceed the period of ten years from the date of grant of the
particular option, subject to the early termination of the New
Scheme. No option has been granted by the Company under
the Old Scheme and the New Scheme during the two years
ended 31 December 2005 and 2004.
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() FRBEREZEHNT :

Bt 3
0ld Scheme

REAH

Date of grant

“FF=F-A=t=H

23 January 2003
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(a) Movements of the share options during the year are as

follows:

Exercisable period

ZZZ=F-A-t+tRHE
“E-Z5-A-+AXA

(MR it 2 i 2 500 RATR
“EEWE-AZ+EBATH)

27 January 2003 -
26 January 2013

(Provided that 50% the option
granted shall not be exercised
prior to 27 January 2004)

BREHR

Number of share options

R-2ENE

= ﬁ —_ E| N

b >k

TZA=+-BRK

i > ik

-RA-H

TfE R AT

Outstanding

at 1 January

2004,

31 December 2004

Exercise and 1 January

price 2005
BT
HK$

1.10 6,500,000

+
REANRE e R AT

Cancelled Outstanding
during at 31 December

the year 2005

(5,000,000) 1,500,000
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(b) FRZERIBEREZHBER (b) Summary of the movements of the share options during
MEWT : the year by category are as follows:
BREZE
Number of share options
R-ZZEEWNF
—RB—B-
—EEONEF
t=ZB=+—-HK
—EERF R-ZEZRF
—RA—H +=-ZA=+—~H
kbl TEE CENGRE RE R EEH s R AT 1€
Outstanding
at 1 January
2004,
31 December 2004 Cancelled Outstanding
and 1 January during at 31 December
Category Exercise price 2005 the year 2005
BT
HK$
o 1.10 5,000,000 (5,000,000) ~
Directors
AEBERE 1.10 1,500,000 - 1,500,000
Employees of the Group
6,500,000 (5,000,000) 1,500,000
RZZEZRAFTZA=1T—8 BEX At 31 December 2005, the number of shares in respect
DA EET B B AR AT 2 B AR S of which options had been granted and remained
F2Z2ARRARMDEEB A&1,500,0008% (= outstanding under the Old Scheme was 1,500,000
TEMF : 6,500,0008%) ' ERZARX (2004: 6,500,000), representing 0.15% (2004: 0.66%)
RAEIBEETRHD Z2015%(ZFF M ! of the shares of the Company in issue at that date. The
0.66%) ° IRE:TE - WNEMBBAARAEAR total number of shares in respect of which options may
NEBRRAF - AIRHZBREL A be granted under the Old Scheme is not permitted to
ABBARABEEITRMG Z10% ° exceed 10% of the shares of the Company in issue at

any point in time, without prior approval from the

Company's shareholders.
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(a) EfNBBARFEFABOT :

BBARERE

BHDRAMZBR AT

MENMARZRER

=

BREIBTRAEMNBELS
AR BIRELE -

(a) Particulars of amount due to a related company is as

follows:

Name of related company

Wuxi Pan-Asia Environmental

7

N

—ZTTRE —ZTTMEF

2005 2004

FHET FHET

HK$'000 HK$'000

Protection Technologies Limited 1,220 8,713

The amount due to a related company is unsecured,

non-interest bearing and repayable on demand.

Jiang Quanlong or Qian Yuanying or their close relatives

have beneficial interests in this company.
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(b) MAFE H AEBEETUTHEBR

5

0)

(i)

(iii)

AEBEANERNERE
FAEEFREEERA AT
ARBYELTHEEREAOE
HELINE T BEHBER
BERARIA—MFTEBEAD
¥ ABREEFI% M5
SMO%HEEREZ THA - B
RETRZEENEENRE °
BB iz E i BRI A 8
E 54 /45,662,0008 70 (= F
T4 : 12,695,000 7T) °
BENBEEEGRAANFE
RN ] RO T R B — B
K+ B R A E & 5%

zZS o

E\

RNEEE 14 4206,000% 7T
(ZZZ 4 : 204,000/ 7T)
WEEFTERE-

REEE Z {451,000 T
(ZZZMF : 46,000/ 7T) Y
HEFEHTHRERBER

A

EERRLARFIR-—BRNERE
BERERENEBNEHRI S G
KBEERZHHELETH » ALY
BRFMTESHER -

& NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

(b) During the year, the Group entered into the following

related party transactions:

0

(i)

(iii)

The Group arranged export sales of its products
outside the PRC using the export quota of Yixing
Xinwei Group Co., Ltd. at nil consideration. Yixing
Xinwei Group Co., Ltd. is a PRC domestic enterprise
90% owned by Jiang Quanlong and 10% owned
by a son of Jiang Quanlong. Jiang Quanlong is also
the legal representative of the enterprise. Export
sales handled through this arrangement amounted
to approximately HK$5,662,000 (2004:
HK$12,695,000). Yixing Xinwei Group Co., Ltd. also
holds a 5% equity interests in Yixing Xinwei
Leeshing Rare Earth Company Limited, a subsidiary
of the Company.

The Group paid rent of approximately HK$206,000
(2004: HK$204,000) to Jiang Quanlong.

The Group paid rent of approximately HK$51,000
(2004: HK$46,000) to Wuxi Pan-Asia Environmental

Protection Technologies Limited.

The directors are of the opinion that the above

transactions were entered into under the normal course

of business and on normal commercial terms or in

accordance with the agreements governing such

transactions, and this has been confirmed by the non-

executive directors.
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(00 ENEZFHEFBWDOT : (c) Particulars of amounts due to directors are as follows:
—ZETREF —ETNEF
2005 2004
FAET FHT
HK$'000 HK$'000
BoREE Jiang Quanlong 8,742 7,445
B Qian Yuanying 2,847 2,165
FrARE Xu Panfeng' 39 -
BmE Jiang Cainan’ 222 -
B g E?2 Fan Yajun? - 457
11,850 10,067
ENEERBEEERT - TFAE The amounts due to directors are unsecured, non-interest
REREREERD - bearing and repayable on demand.
FTEEBRABZRHEFBHENM G Details of key management personnel compensations
11 ¢ are set out in note 11.
U RZZEZRFNATNABZAE ' Appointed on 19 August 2005
2 RIZEZERFNATAEEE 2 Resigned on 19 August 2005
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R-_BERFE+-_A-+=H K
SERBEREMERSEERRA A
ZEIAMER  BRERBARKE
120,000,000 (#7 & #115,385,000
BIL) c WR SEHEAKRE S
ABR ©

RHMENEEFELMELNRE
BT :

FISmEEFH

ME - WEREEAR
EEIRE

TE S & £ ob 5 A FOE
&

B UK B 3R K L b FE U 3R
BAFE BeREMRBHEE
RBeMRITEF

JE A BR 3R
BiRER R EMEMNK
&1 B 7B

g PrE AN EE
ReRE
WREmEEMAERFRE

ReREXH
ISR & RBITHER

R ZEE AR - BT &
BEBEERARSAEENBRAR
BRBLAT S A EME X E RS

(a) On 23 December 2005, the Group acquired the entire

registered capital of Haicheng City Suhai Magnesium
Ore Co., Ltd., at a total consideration of
RMB120,000,000 (equivalent to approximately
HK$115,385,000). The transaction has been accounted
for using the purchase method of accounting.

The net assets acquired in the transaction, and the

goodwill arising, are as follows:

Fair value and acquiree’s
carrying amount
before combination

Haicheng City Suhai Magnesium Ore Co., Ltd.

DERERE A
HUELS 2REE
THET
HK$'000
Net assets acquired:
Property, plant and equipment and
construction-in-progress 42,278
Prepaid lease payments on land use rights 2,190
Inventories 4,241
Accounts and other receivables 26,801
Prepayments, deposits and other current assets 1,822
Cash and bank balances 428
Accounts payable (1,593)
Accruals and other payables (22,088)
Tax payable (1,869)
52,210
Goodwill arising on acquisition 63,175
Cash consideration 115,385
Net cash flow arising on acquisition:
Cash consideration paid (115,385)
Cash and bank balances acquired 428
(114,957)

did not

make significant contribution to the Group’s revenue
and profit before taxation for the period between the

date of acquisition and the balance sheet date.
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172,500,000/% & 207,000,000
T2 ERWER B B
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(b) On 29 January 2004, the Group acquired the entire
issued share capital of Dynamic Goal Worldwide Inc.

which in turn owns the entire equity interest in Wuxi

Xinwei High Temperature Ceramics Co., Ltd. for a non-
cash consideration of HK$207,000,000 by means of
issuing 172,500,000 shares at HK$1.20 per share. The
transaction had been accounted for using the purchase

method of accounting.

The net assets acquired in the transaction and the

goodwill arising, as follows:

Net assets acquired:

Property, plant and equipment and

construction-in-progress

Prepaid lease payments on land use rights

Inventories

Accounts and other receivables
Cash and bank balances

Amount due from a group company
Accounts payable

Accruals and other payables
Amount due to a related company
Bank loan

Tax payable

Goodwill arising on acquisition

Non-cash consideration in form of shares issued

Net cash flow arising on acquisition:

Cash and bank balances acquired

—ZTME
2004
FET
HK$'000
(BF &)
(restated)

85,540
7,495
1,983

29,360

3,405

46
(1,224)
(4,030)
(11,340)
(47,170)
(163)

63,902
143,098

207,000

3,405
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HE-ZZ

BER_BERF=ZA-+N\HFZZE
ERRBBEHRE - ARAR_TTRF
ATBURSEBRIIETHETHES

WEBERZTEKE » ARE

H
#%0.17% 7 $£ 197,390,000 @ AR -

BITRA

o e E

]

98,695,000/ 7T 3 1 = 118,434,0007%

JC ©

R-ZETRF+-_A=1t—BHAQAHK

MEBARFBIT

MELR LR

Name of subsidiary

MAERER A

Lee Shing Holdings Limited

ENERES(LE)

ARAH

Wellfire (Shanghai)
Company Limited

Dynamic Goal
Worldwide Inc.

Dynamic Goal Worldwide
Inc.

AL gl
ZBEREH

Place and date of
incorporation/
operations

RERANE
—MWANE
t-A=H
British Virgin Islands
3 December 1998

hE

“ETEE

“RAZTmA
The PRC
24 February 2000

EERIES

“ETEE

AA=t—H
British Virgin Islands
31 May 2000

Bt ¥ 3R & MF 5 NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
AFE+-A=1+—HILFE Year ended 31 December 2005

Pursuant to the placing and subscription agreement dated
on 28 March 2006, the Company issued 197,390,000
ordinary shares of HK$0.10 each at a price of HK$1.38 per
share for cash on 10 April 2006.

Subsequent to the transaction, the issued share capital of
the Company was increased from HK$98,695,000 to
HK$118,434,000.

Details of the Company's subsidiaries as at 31 December

2005 are as follows:

RAAEEES
BERG ZfR BERTR  BREERE
il EHRER HEEX ARl TEEH
Effective percentage of
equity interests/voting
Class of Registered and Issued and fully  rights held by the
shares held fully paid capital ~paid capital Company Principal activities
E# B &
Directly Indirectly
Y% Y%
ERR - 20%7T 100 - REEK
Ordinary - US$20 100 - Investment holding
E PN ¥ 200,000% 7T - 100 - &%
Contributed S$200,000 - 100 - Trading
capital
ERR - VeI - 100 REER
Ordinary - Us$2 - 100 Investment holding
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RAREEES
R ANE-E BERD TR BEAR  BREERXK
WEAREHE ZHERAH £l BHRER HREX ARl TEXHK
Effective percentage of
Place and date of equity interests/voting
incorporation/ Class of Registered and Issued and fully  rights held by the
Name of subsidiary operations shares held fully paid capital paid capital Company Principal activities
E# R
Directly Indirectly
Y% Y%
HEFRARBLARAR HHE SAER  15660000% T - - 95 RERHERL
—hAZE Em
tA+tH
Yixing Xinwei Leeshing The PRC Contributed ~ US$15,660,000 - - 95  Manufacture and
Rare Earth Company 17 July 1993 capital sales of rare
Limited earth products
B R AR hE SAER 170000007 - - 100 BERHEMA
BRAA —“AANE Em
tA=+AH
Yixing Xinwei Leeshing The PRC Contributed ~ US$17,000,000 - - 100 Manufacture and
Refractory Materials 30 July 1999 capital sales of
Company Limited refractory products
EHMAKAMHERAR BARR 8,520,000% ¢ - - 100 RERBEERR
it 32 Em
TZAZTH
Wuxi Xinwei Fluorescent The PRC Contributed 1S$8,520,000 - - 100 Manufacture and
Materials Company Limited 20 December 2001 capital sales of
fluorescent
products
MERLEE (BE) BE gl - 28T - 100 EEEK
ARRA —“AANE
+H=-t+=H
Xinwei Rare Earth Hong Kong Ordinary - HK$2 - 100 Dormant

(Hong Kong) Limited

23 October 1998
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RAAEEES/
RALTNE-$ BERD ZHR  BROR  AREERX
WEAREHE ZHERAH =gl BHRER  HREX ARl TEEH
Effective percentage of
Place and date of Issued equity interests/voting
incorporation/ Class of Registered and and fully  rights held by the
Name of subsidiary operations shares held  fully paid capital paid capital Company Principal activities
E# B
Directly Indirectly
Y% Y%
HEARLEHERAA R Lk - 2T - 100 %
—ZZ-F
ZR+7<H
China Rare Earth Trading Hong Kong Ordinary - HK$2 - 100 Trading
Limited 16 February 2001
ERFHAREREERAT T EUN - 30,000,000 7T - = 100 RERHERE
—EZZF BEEm
mA—A
Wuxi Xinwei High The PRC Contributed HK$30,000,000 - - 100 Manufacture and
Temperature Ceramics 1 April 2002 capital sales of high
Co,, Ltd temperature
ceramics products
BATHEEBRERLE  HE BABR AR 25,000,000 - - 100 RERHEEY
“TRCF Em
MA=t+tH
Haicheng City Suhai The PRC Contributed RMB25,000,000 - - 100 Manufacture and
Magnesium Ore Co., Ltd. 27 April 2002 capital sales of
magnesium
products
BENBAREETMNFLEBAFR None of the subsidiaries had any debt securities subsisting

ERREEEER EBES o at the end of the year or within any time during the year.



