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To Shareholders,

On behalf of the Board of Directors, | would like to
present the annual results of China Rare Earth

Holdings Limited for the year ended

31 December 2004. ’,

FoRBE - £EERE
Jiang Quanlong - chairman
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In 2004, the recovery of the PRC's rare earth industry fuelled the
revival of the Group's business. The Group’s refractory materials
business was also benefited by the growth of its newly expanded

high temperature ceramics business.

The persistent economic downturn in the past few years posted
many challenges to the Group, as well as prompted consolidation
of the industry and intensified market competition. However, with
its staff and the Board committed to overcoming difficulties and
achieving operational excellence, the Group achieved fruitful results

in 2004. This also reflected the Group’s competitiveness.

FINANCIAL RESULTS

For the year ended 31 December 2004, the Group recorded a
turnover of HK$665,320,000, representing an increase of 46%
compared with HK$457,077,000 in 2003. Sales of rare earth
products (including fluorescent materials) contributed 45% of the

Group's total turnover, reaching HK$300,984,000, an approximately
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459% increase compared with HK$208,281,000 last year; the sales
of refractory products (including high temperature ceramics) during
the year amounted to HK$364,336,000, which accounted for 55%
of total turnover, representing an increase of approximately 46%
over HK$248,796,000 in 2003. The Group obtained better results
this year with net profit rebounded to HK$119,424,000,
representing an increase of approximately 79% over that of last
year. Basic earnings per share rose from last year's HK8.2 cents to

HK12.3 cents this year. Gross profit margin also surged to 27%.

Besides the above favourable factors, Wuxi Xinwei Fluorescent
Materials Company Limited, a subsidiary of the Group, started
during the year to pay a 50% reduced Enterprise Income Tax in
the PRC. The same applies for Wuxi Pan-Asia High Temperature
Ceramics Co., Ltd. ("Wuxi Pan-Asia”), which the Group recently
acquired. Thus, taxation for the year amounted to HK$17,973,000,
representing an increase of over 90% compared with
HK$9,246,000 last year.

ANNUAL REPORT 2004 4
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DIVIDEND

The Board has recommended the payment of a final dividend of
HK 2 cents per share for 2004. Subject to the approval of
shareholders at the forthcoming Annual General Meeting to be
held on 16 June 2005, the final dividend will be paid on or
before 24 June 2005 to registered shareholders as at 16 June
2005.

The Register of Members will be closed from 13 June to 16 June
2005, both days inclusive. During this period, no transfer of shares
will be registered. To qualify for entitlement of the proposed final
dividend and to attend the Annual General Meeting, all transfer
documents accompanied by the relevant share certificate 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 10 June 2005.
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BUSINESS REVIEW

Rare Earth

In 2004, the rare earth market gradually picked up after bottoming
in 2003. The development of different rare earth elements varied
in the market. Selling prices on the major rare earth elements
from rare earth mines in Northern China, such as lanthanum and
cerium remained low due to excessive supply. To avoid price
competition, the Group lowered the sales of these products to
less than 10% of the sales volume of rare earth products for the
whole year. While price of neodymium oxide, which is applied in
magnetic materials, grew 30%
over that in 2003. Prices of
elements with higher value, such
as europium and terbium, saw
more significant increases as the
economy improved. The price of
dysprosium oxide even surged a
fold. Furthermore, seeing rare
earth as very important resources,

the PRC government has lowered
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the export tax rebate for rare earth oxides
and rare earth metals since 1 January 2004,
which led to rise in export prices of these

rare earth products.

During the year, the Group restructured the
sales mix of rare earth products by lowering
the sales volume of elements with lower
prices, such as lanthanum and cerium, while
increasing the sales volume of higher price
products, such as mixture of yttrium and europium. As a result,
though the Group sold about 3,900 tonnes of rare earth products,
slightly lower than last year's figure, sales amount increased by
45%. As for production cost, the prices of both raw and auxiliary
materials rose, for example, the prices of ores from rare earth
mines in Southern China and fuel increased by approximately
15% and 40% respectively. Despite these, the gross profit margin

of the Group's rare earth business in 2004 still rose to 16% from

approximately 10% last year. In terms of market performance, the
Group secured several local new customers. In addition, due to
the reduction of export tax rebate on rare earth products by the
PRC government in 2004, several of the Group's major overseas
customers ordered in advance in 2003. Hence the proportion of
export sales lowered in 2004. In particular, sales to the Japanese
market dropped significantly and contributed only 9% of the
turnover, while sales to Europe was maintained at 20%. Following
the development of downstream products and broadened rare
earth applications in the PRC, domestic market demand grew
rapidly. The proportion of local sales surged to 66% this year

from 60% last year.

The Group's continuous efforts to improve the production
technology of trichromatic phosphor resulted in the improvement
in both quantity and quality of products. Lighting has remained as
the major application of the Group's fluorescent powder. As
electricity supply is growingly tense in China, the public has been
urged to cut electricity consumption. Encouragement to the public

to use energy-saving rare earth trichromatic lights brings immense
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opportunities to the Group. During the year, the Group's sales of
fluorescent powder increased by around 50% compared with 2003.
Its gross profit margin remained at around 20%. Serving an
expanding market, the Group kept the price of its trichromatic
phosphor in 2004. However, the price of green fluorescent powder
rose due to the significant increase in the price of one of the
ingredients, terbium oxide. The production technology development
of the newly developed LED powders and PDP powders reached
the final stage. Samples were sent to potential customers for

ratification. New products are expected to be launched soon.

As the market for cerium oxide remained weak, the Group adjusted
its strategy to produce polishing powder materials — the better-
priced downstream product of cerium oxide. The construction of
polishing powder production line was completed in the fourth
quarter of 2004 and trail production had commenced, and orders
were received from some customers. These products are mainly
used in integrated circuit board, LCD monitor and precision optical

glass. Though the sales of these materials has yet to be expanded,

TR Atielel 7 L

the demand for quality polishing powder materials is high in the
PRC market. As the majority of local manufacturers are unable to
match the technology standard required in producing high quality
polishing powder materials, the PRC market has been relying on
import, which implies that quality polishing powder materials has

great market potential.

Refractory Materials

Compared with the rare earth business, the refractory materials
business, another major business segment of the Group, showed
more stable growth. Total sales recovered
to approximately 57,500 tonnes in 2004,
after the drop in domestic sales resulted
from the outbreak of the Severe Acute
Respiratory Syndrome in 2003. It
increased by over 20% when compared
with last year though selling price was
similar to that of last year. Despite the
economies of scale brought by the

increase in sales volume, due to price




BB AENEMNEEREREREER
T RFAEI0%NA L - MiEHEDNAFE
BRAE AEETEGSHEEBETS -
BRBAMGI  RETEEREHEBM
HORENGHEEREE27Y -

ARENSREBERBRMAME MK
Bpl  TERAEE
NITHE - BEETER
MR ITERRE
B ENFEREEA
HETR  SEHE
REBRAZE WMLEA
BEBETENER
BRAEENEAM
EXBHREE - M
ReaMEnmEE

K —REm AR MBRLER
mMAMEAE  EFHENZTHERSH

40% @ BHERESES0NUE —FF
NEASELEERRAMEAEMEL 13,700
WE o

REE

Bt

EAMIMBEEAEETR BHFMA
B BH_ETHAFERITBDER
AENTEERE AESEBLERNEER
HEREE NAOETHETE -BERK
AEERRECR LOERM ENES -
BEXRERRARNIEEEE  #Hlm=
EeRXMEIETHENLEDH MPDPE
BTBEAMEBEETRESERRAURR
TEMEE HRATHENBEHES -
AEBEREEMATSFRANE - I FE
HOmE: S—FETITEBRAZR -

EFREHEE

CHAIRMAN'S STATEMENT

surges of raw and auxiliary materials, fuel, oil and transportation,
the Group's gross profit margin remained at the similar level as
last year at over 30%. Other than serving its major market — the
PRC, the Group also actively explored other international markets.
In addition to the Japanese market, the Group also marketed its
products to Europe. Total export value accounted for 27% of

turnover.

High temperature ceramics fall within the category of special
refractory materials and are used
primarily for electricity power industry.
With urbanization speeding up and rapid
development of different industries in
the PRC, electricity supply constantly falls
short of growing domestic demand,
prompting the building of more electricity
supply facilities. In addition, the
development of industries such as non-
metals abundant

ferrous brings

opportunities to the Group’s high temperature ceramics business.
As the specification requirements of high temperature ceramics
are stricter than conventional refractory materials, their gross profit
margin averaging at approximately 40%, topping at over 50%. In
2004, the Group sold a total of approximately 13,700 tonnes of

high temperature ceramics products.

PROSPECTS

Rare Earth

The rare earth market has shown signs of recovery although
competition is still intense. It is expected that the growth of rare
earth market in 2005 will be dominated by individual elements.
The Group will continuously adjust its product mix to meet market
needs. Looking ahead, with technological advantage in rare earth
separation, the Group will strive to broaden and deepen the
development of value-added products such as the brand new LED
powders and PDP powders under the category of trichomatic
phosphor, aiming to gain customer recognition and commence
sale. As for the newly developed polishing powder business,

besides expanding the customer base and exploring the export

HH

1

ANNUAL REPORT 2004 4 i



T FE R EHF EF CHAIRMAN'S STATEMENT

BRAEE NAEE
TR F 5/
oo BKAI @

S a2
<
)&ﬁn"

BR N RS
AEETFFER
EHRERNRAAD
AEEREEEER
FTERFHE®LE
LBwERKRE =
KEBERERY  BRAKARERS -

it K A
AMBOTEFRLERABERE  BA
SEDATHREARAGARMEEER

H REBIER BRZILEMR
S MRFBETERNEBLE - AKE
BEEMNAASERBNRMOENE
B RERANEERE  UNMEAKHE
MmZHmFEN -

AEEMAMBEBENEEFIH —ERE
MARNEREEMRRY - REBAKRTEE
MESRMAEBN FEEAEHBMH
MEEZIENEER
EENAZEELE
EGBRDEARE
HERE - S
RZTERFEFEZ
FEXERIL LG
E o AXREERMA
MR E TS R
BEREHAH -

ANNUAL REPORT 2004 4 ¥

market, the Group also plans to
invest resources to strengthening its
production facilities for producing
different kinds of polishing powder,
hoping to establish a renowned
brand.

In addition to downstream
development, the Group will also
place special emphasis on the
development of upstream resources.
It will continue to place an eye on
the policies implemented by the PRC government on rare earth
mines and continue to devote itself in seeking opportunity to

create a vertical industrial chain.

Refractory Materials
Although market demand for refractory materials is relatively stable,

the Group will continue to enhance its technology and production

facilities, strengthen the quality of staff and diversify its products
so as to maintain its prestigious position in the industry. The
Group will continue to ride on its advanced equipment and
technology to improve its existing production facilities and boost

its market competitiveness.

The Group used to develop its refractory materials business by
producing different kinds of high-end products. Besides the
continuous exploration of the high temperature ceramics business,
the production lines for the highly
densed zircon and highly densed
chrome bricks, which are mainly used
in the production facilities of glass
fibre, entered the final assembly
stage. It is expected to be completed
and commence operation in the
second quarter of 2005, after which
the Group will have a new growth
driver for its refractory materials

business.
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Furthermore, the Group continues to seek opportunity to co-operate
with raw material suppliers of refractory materials. The Group has
started negotiation with identified target, hoping to reach agreement
within a short time, in order to ensure stable raw material supplies

and maximize cost efficiency.

MERGER AND ACQUISITION

Pursuant to the resolutions passed at the extraordinary general
meeting held on 29 January 2004, the Group acquired Dynamic
Goal Worldwide Inc. and its subsidiary, Wuxi Pan-Asia, which is
involved in high temperature ceramics business. The consideration
of HK$207,000,000 was satisfied by allotting and issuing
172,500,000 new shares at HK$1.20 per share. Net asset value
of the acquired object amounted to HK$63,505,000 that led to
goodwill at HK$143,495,000.

The acquisition allowed the Group to extend the reach of its
refractory materials business to cover high temperature ceramics

and broaden its product category. With a rapidly growing business

and relatively high gross profit margin, the business of Wuxi Pan-

Asia will generate higher profit for the Group.

CORPORATE GOVERNANCE

Following to the growth of business, the Company separated the
roles of the Chairman of the Board and the CEO many years ago.
In September 2004, the Company appointed Mr Jin Zhong as an
independent non-executive director, increasing the number of
independent non-executive directors to half of the total number
of Board members. The Group’s refractory materials business will
definitely benefit from Mr Jin's extensive experience in the refractory
materials industry and his invaluable advice. At present, there is
an expert in each of the Group's business aspect, rare earth and
refractory materials, who joined the Company as an independent
non-executive director. Aiming at improving the Group's strengths,
the Company also intends to further increase the number of the

Board members.
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To facilitate communication with investors, the management not
only had regular meetings with fund managers and analysts to brief
them on the Group’s business development, but also arranged a
site visit for the media and investors to the plant in Yixing in 2004

to enhance their understanding of and confidence in the Group.

AUTHORISED SHARE CAPITAL

Pursuant to the resolutions passed at the extraordinary general
meeting held 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 1,000,000,000 additional
ordinary shares of HK$0.10 each in the capital of the Company.

LIQUIDITY AND FINANCIAL RESOURCES

As at 31 December 2004, the Group had cash and bank balances
of approximately HK$228,418,000, within which there was a
deposit at about HK$1,418,000 pledged as business guarantee.

From the assets and liabilities of the newly acquired Wuxi Pan-

Asia, there was a short term bank loan of RMB50,000,000 added
to the Group. The Group repaid it in the year and had nil bank
loan as at 31 December 2004.

The Group had net current assets of approximately
HK$622,986,000 as at the end of the year. Total liabilities to total

assets ratio was 8%.

EXCHANGE RATE EXPOSURE

Most of the Group's assets, liabilities and transactions are
denominated either in Renminbi, US dollars and Hong Kong dollars.
As the exchange rates of Renminbi, US dollars and Hong Kong
dollars remained stable during the year, the Group was not exposed

to material foreign exchange risk.
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CONTINGENT LIABILITY
As at 31 December 2004, the Group had no material contingent
liability.

STAFF AND REMUNERATION

As at 31 December 2004, the Group had a workforce of
approximately 1,400 staff including young graduates and
experienced professionals. Comprehensive remuneration and
welfare packages are offered to them. During the year,
approximately HK$17,298,000 was incurred in staff costs excluding
directors’ emoluments. The share option scheme has been re-
established pursuant to the resolutions passed at the annual general
meeting held on 4 June 2004. It will be granted to outstanding

staff accordingly to encourage their contribution to the Group.

APPRECIATION
The Group overcomes the difficulties in the past and succeeds
today. It is due to the dedication of the staff and the continuous

trust and support from the shareholders, investors, customers,

suppliers and business partners. On behalf of the Board and the

management, | would like to extend my gratitude to all of them.

Jiang Quanlong

Chairman

7 April 2005
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