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The directors have pleasure in presenting their annual report and
the audited financial statements of China Rare Earth Holdings
Limited (the “Company”) and its subsidiaries (the “Group”) for
the year ended 31 December 2004.

PRINCIPAL ACTIVITIES
The principal activity of the Company is investment holding. The
principal activities of the Group are manufacture and sales of rare

earth products and refractory products.

The principal activities of the subsidiaries are set out in Note 16

to the financial statements.

SEGMENTAL INFORMATION
Details of segmental information of the Group are set out in Note

4 to the financial statements.

RESULTS AND APPROPRIATIONS
The results of the Group for the year ended 31 December 2004
are set out in the consolidated income statement on page 35 of

the annual report.

No interim dividend was declared and paid to the shareholders
during the year. The directors recommend the payment of a final
dividend of HK 2 cents per share for the year ended 31 December
2004 to the shareholders on the Register of Members on 16 June
2005.

Details of other appropriations are set out in Note 23 to the

financial statements.
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RESERVES
Details of the movements in the reserves of the Group and the
Company during the year and details of the distributable reserve

of the Company are set out in Note 23 to the financial statements.

FINANCIAL SUMMARY
A summary of the results of the Group for the past five financial
years ended 31 December 2004 is set out on page 76 of the

annual report.

PROPERTY, PLANT AND EQUIPMENT AND
CONSTRUCTION-IN-PROGRESS

Details of the movements in the property, plant and equipment
and construction-in-progress of the Group and the Company during

the year are set out in Note 15 to the financial statements.

—~—

SHARE CAPITAL 21
Details of the authorised and issued share capital of the Company
as at 31 December 2004 are set out in Note 22 to the financial

statements.

BORROWINGS
Details of the bank borrowings and banking facilities of the Group

are set out in Note 24 to the financial statements.

RETIREMENT SCHEMES
Details of the retirement schemes of the Group are set out in

Note 10 to the financial statements.

ANNUAL REPORT 2004 4 #
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DIRECTORS
The directors of the Company during the year and up to the date

of this report are:

Executive directors
Mr. Jiang Quanlong (Chairman)
Ms. Qian Yuanying (Deputy Chairman)

Mr. Fan Yajun

Independent non-executive directors

Mr. Liu Yujiu

Mr. Huang Chunhua

Mr. Jin Zhong (appointed on 28 September 2004)

In accordance with Article 108 of the Company’s Articles of
Association, Mr. Fan Yajun will retire by rotation from the Board at
the forthcoming annual general meeting and being eligible, offer

himself for re-election.

In accordance with Article 112 of the Company’s Articles of
Association, Mr. Jin Zhong will retire from the Board at the
forthcoming annual general meeting and being eligible, offer

himself for re-election.

The Company has received confirmations from all independent
non-executive directors concerning their independence. The Board

considers that all of them are independent.

As at 31 December 2004, none of the directors has a service
contract with the Company which is not terminable by the Company
within one year without payment of compensation other than

statutory compensation.
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DIRECTORS' INTERESTS AND SHORT POSITIONS

As at 31 December 2004, the interests and short positions of the
directors and chief executive of the Company and their associates
in the shares, underlying shares and debentures of the Company
and its associated corporations as recorded in the register kept by
the Company pursuant to Section 352 of the Securities and Futures
Ordinance ("SFQ") or as otherwise notified to the Company and
The Stock Exchange of Hong Kong Limited (the “"Stock Exchange”)
pursuant to the Model Code for Securities Transactions by Directors

of Listed Issuers were as follows:

o 4 r:i::_ E -
i S
1. REATRGER 1. Interests in shares of the Company 23
EARRBEHIT
o= RS &5 gny- 4= RABNE DL
Number of % to the issued share
Director Nature of interest / Capacity shares capital of the Company
7R fofB s (Mat)
Jiang Quanlong Interest of spouse (note) 592,550,000 60.04%
BT EAESZERAA (i)
Qian Yuanying Beneficiary of a trust (note) 592,550,000 60.04%
BERE EREBA
Huang Chunhua Beneficial owner 2,868,000 0.29%
Kt Note:

ZEMRM THBEBYY Holdings Limited$¥
B HE2 B BTRABYY Trusth Z 5
AYYT Lmited T #58 » 528 AR #6 R BE
EENEBETRZTRAEFL2EHR
BHRE

These shares are held through YY Holdings Limited, the entire
issued share capital of which is held by YYT Limited, the
trustee of YY Trust, the discretionary object of which is a
company wholly owned by Ms. Qian Yuanying, the spouse of
Mr. Jiang Quanlong, and her children.

ANNUAL REPORT 2004 4 i
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HEWHLIEE (BE)BRQRA

2. Interests in shares, underlying shares or equity interests
in associated corporations

(a) Xinwei Rare Earth Group (Hong Kong) Limited

o 514 ERTROEE
Director Capacity Number of issued shares
R ERBEAA B EEIRER 1 7,000,0004%
Jiang Quanlong Beneficial owner 7,000,000 non-voting deferred shares
TR ERBEBAA & R IR T A 0 3,000,000
Qian Yuanying Beneficial owner 3,000,000 non-voting deferred shares

HEFENKBLER DA

(b)  Yixing Xinwei Leeshing Rare Earth Company Limited

s BEMtE LN
Director Nature of interest Equity interests
¥ oREE RENA 2 (K E)

Jiang Quanlong

Interests of a controlled corporation (note) 5%

.I'

m i

YY Holdings Limited

(©) YY Holdings Limited

B3 g7 ERITROKE
Director Capacity Number of issued shares
BITH ERELzEHmA B AR
Qian Yuanying Beneficiary of a trust 1 ordinary share
BITR ERESZRHEA 18 5t B 17 25,000
Qian Yuanying Beneficiary of a trust 25,000 preference shares
Bt et Note:

ZERRDEREENBEERS
BABRE - ZPECEBRER
BEEAEERIOWER  BTH
10%ERBEFRHE « BEEN
RZEEMNEERERA -

The equity interest is held by Yixing Xinwei Group Co.
Ltd., a PRC domestic enterprise 90% owned by Mr.
Jiang Quanlong, with remaining 10% owned by his
son. Mr. Jiang is also the legal representative of the
enterprise.



3. RAD R EE R M E R 3. Interests in underlying shares of the Company
ERLBRE EARARE#1T
=) %) TEHTROHE RAMBED
Number of shares
issuable under % to the issued share
Director Capacity options granted capital of the Company
BERE EnliE A
Fan Yajun Beneficial owner 5,000,000 0.51%

BRERT LAEEOMABNTXE
PeigEst 8l K E -

BEdgeES R_TTNFEF+ A=+ —
B REIEFRPEGN] E35216MFE
ZERMAMSE  MEARAEFTLITHAE
HAEBMBEALTR AR REBERRRZK
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BB R B ([Fat81)) - RNER
BRIEE KRR T EREBEEE—F
BRHOBRE  HEFIRMAEEMLTESD
AREBAEREBEEFEHCSREMNEL LA
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Details of the options granted to the above directors were

disclosed in “Share Option Scheme” below.

Save as disclosed above, as at 31 December 2004, none of the
directors or chief executive of the Company and their associates
had or was deemed to have any interest or short position in the

shares, underlying shares and debentures of the Company and its

associated corporations as recorded in the register kept under

Section 352 of the SFO.

SHARE OPTION SCHEME

On 4 June 2004, the shareholders of the Company approved the
termination of the share option scheme adopted on 14 October
1999 (the “Old Scheme”) and the adoption of a new scheme
(the “New Scheme”) for the purpose of coping with the
amendments introduced to Chapter 17 of the Rules Governing
the Listing of Securities on The Stock Exchange of Hong Kong
Limited (the “Listing Rules”). Upon the termination of the Old
Scheme, no further options would be offered pursuant to the Old
Scheme but the Old Scheme would in all other respects remain in
force to the extent necessary to give effect to the exercise of the
outstanding options granted under it prior to its termination, and
such outstanding options will continue to be valid and exercisable

in accordance with the provisions of the Old Scheme.

25
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The major terms of the New Scheme are as follows:

The purpose of the New Scheme is to enable the Group
to grant options to the eligible participants as incentives or

rewards for their contribution to the Group.

The eligible participants included any employee (whether
full-time or part-time, including any executive director), any
non-executive director, any shareholder, any supplier and
any customer of the Company or any of its subsidiaries or
any entity in which any member of the Group holds any
equity interest, and any party having contribution to the

development and growth of the Group.

Under the New Scheme, the total number of shares
available for issue is 98,695,305 which represents
approximately 10% of the issued share capital of the

Company as at the date of this report.

The maximum entitlement of each participant under the
New Scheme in any 12-month period should not exceed
1% of the issued share capital of the Company for the

time being.

The exercisable period of an option granted may be
determined by the directors and which should not end

later than 10 years after the date of offer.

Any offer for the grant of an option may be accepted by
the participant within 21 days from the date of offer with a
consideration of HK$1 paid.

The exercise price may be determined by the directors

provided that it should not be less than the highest of:

the closing price of the shares of the Company as
stated in the Stock Exchange’s daily quotation sheet

on the date of offer;



ii. EEZNEANOEZXRAR ii. the average closing price of the shares of the

PEIRORB R ARER Company as stated in the Stock Exchange’s daily
PRz FARTE: Rk quotation sheets for the five business days

immediately preceding the date of offer; and

iii. RARRNDEE ° iii. the nominal value of a share of the Company.
8. Mg —TTmMERA+AR A 8. The New Scheme is valid and effective for a period of 10
HAEGENERETFRNBER - years from 18 June 2004, the date of the New Scheme
adopted.
RAFER - WEBKRERERT SR8 % During the year, no option was granted, exercised, cancelled or
B 176 BUBSRR - lapsed under the Old Scheme or the New Scheme.
|
By i
RZTZNF+ZA=+—H8 ' REFEE Details of options which have been granted under the Old Scheme 21
REMmmARTREBRESBNT - and remain outstanding as at 31 December 2004 were as follows:
BREHE
Number of options
R-ZZEZENF R-ZZZENEF
WEA R BH TEE —A—HEF tTZA=+—-BHH
Held at 1 Held at 31
Grantee Date of grant Exercise price January 2004 December 2004
EF
Director
BRE —EE=Ff-A=+=H 1108 T
Fan Yajun 23 January 2003 HK$1.10 5,000,000 5,000,000
T
Employees
=X —EE=Ff—-A=-+=H 1.10/8 7T
In aggregate 23 January 2003 HK$1.10 1,500,000 1,500,000

ANNUAL REPORT 2004 4 i
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The options granted are exercisable between 27 January 2003 to
26 January 2013, provided that 50% of the options granted shall

not be exercised prior to 27 January 2004.

The options granted are not recognized in the financial statements
until they are exercised. The directors consider that it is not
appropriate to disclose the value of options granted during the
year as a number of factors crucial for the valuation cannot be
determined accurately. Any valuation of the options based on
various speculative assumptions would be meaningless and

misleading to the shareholders.

Save as disclosed above, at no time during the year was the
Company or any of its subsidiaries a party to any arrangement,
which enable any of the directors or chief executive of the Company
or their spouses or children under the age of 18 to acquire benefits
by means of the acquisition of shares in, or debentures of, the

Company or any other body corporate.

SUBSTANTIAL SHAREHOLDERS' INTERESTS AND
SHORT POSITIONS

So far as is known to the directors, as at 31 December 2004, the
interests and short positions of shareholders, other than the
directors or chief executive of the Company, in the shares and
underlying shares of the Company as recorded in the register kept
by the Company pursuant to Section 336 of the SFO were as

follows:

1. YY Holdings Limited, the entire issued share capital of which
is held by YYT Limited, the trustee of YY Trust, the
discretionary object of which is a company wholly owned
by Ms. Qian Yuanying, the spouse of Mr. Jiang Quanlong,
and her children, was holding 592,550,000 shares of the
Company, representing approximately 60.04% of the issued

share capital of the Company as beneficial owner.



2. YY Trust®) 35 AYYT Limited ¥ 48 5 #
EEMBEE2HBEHFITREADYY
Holdings LimitedFfT # & 8 & 2 7] i 15
592,550,000 % &) 1 3%

3. Martin Currie China Hedge Fund
Limited AR B KB H M A AR AR
756,778,000/% » 411E AR R A E #1T
1% 15 §95.75% ©

4. Martin Currie Investment Management
Limited AR B KB F 156 KR AR
765,683,000/% * #(E RN R A C#EIT
& 7 #96.65% °

B EligES R-_TTOF+ A=+ —
A REIEFLBEGI]E336GMEFE
ZELMAME  BRARAEZRITRAE
IASN - BEEEMATRBARRRREARAZ
BOIBEBAERNFEEMNREIRE -

EEREHNNES
FRAEEBASNREMERERESL
ERAINEGNTHCEERNHEERS
RARMEORBEUNRHEAERDOZHE
AN o BREEREMEEMN L OHE
#495 12,695,000/ 7T °

FR - AEEREBERRAEEAMENRE
BRERHERTSHRERLAET - FR - #
ZEBOMEINHNEEMEEEANH AR
#)204,0007 TT °

2. YYT Limited, the trustee of YY Trust, was deemed to be
interested in 592,550,000 shares of the Company held by
YY Holdings Limited the entire issued share capital of which
is held by YYT Limited.

3. Martin Currie China Hedge Fund Limited was holding
56,778,000 shares of the Company, representing
approximately 5.75% of the issued share capital of the

Company as investment manager.

4. Martin Currie Investment Management Limited was holding
65,683,000 shares of the Company, representing
approximately 6.65% of the issued share capital of the

Company as investment manager.

Save as disclosed above, no other party, other than the directors
or chief executive of the Company, had notified the Company that
he had any interest or short position in the shares or underlying
shares of the Company as recorded in the register kept under

Section 336 of the SFO as at 31 December 2004.

DIRECTORS' INTERESTS IN CONTRACTS

During the year, the Group arranged export sales of its products
outside the PRC using the export quota of Yixing Xinwei Group
Co. Ltd., a PRC domestic enterprise 90% owned by Mr. Jiang
Quanlong, at nil consideration. Export sales handled through this

arrangement amounted to approximately HK$12,695,000.

During the year, the Group leased two office premises from Mr.
Jiang Quanlong for use as its sales and marketing office. During
the year, the total operating lease rentals paid in respect of these

leases amounted to approximately HK$204,000.

ANNUAL REPORT 2004 4 ¥
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During the year, the Group paid approximately HK$46,000 as a
compensation to Wuxi Pan-Asia Environmental Protection
Technologies Limited, a related company in which Ms. Qian

Yuanying has beneficial interests, for the use of its office premises.

Save as disclosed above and in Note 27 to the financial statements,
no director had a beneficial interest, either direct or indirect, in
any contract of significance to which the Company or any of its
subsidiaries was a party at the balance sheet date or at any time

during the year.

MANAGEMENT CONTRACTS
No contract concerning the management and administration of
the whole or any substantial part of the business of the Group

was entered into or existed during the year.

PURCHASE, SALE OR REDEMPTION OF THE
COMPANY’S LISTED SECURITIES

There has been no purchase, sale or redemption of any of the

Company's listed securities by the Group during the year.

MAJOR CUSTOMERS AND SUPPLIERS
The percentages of sales and purchases for the year attributable

to the Group's major customers and suppliers are as follows:

Sales

— the largest customer 10%
— five largest customers combined 34%
Purchases

— the largest supplier 17%
— five largest suppliers combined 41%
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None of the directors, their associates or any shareholders which
to the knowledge of the directors, own more than 5% of the
Company's issued share capital has any interest in the share capital

of any of the five largest customers or suppliers of the Group.

PRE-EMPTIVE RIGHTS

There is no provision for pre-emptive rights under the Company's
Memorandum and Articles of Association and the Cayman Islands
Companies Law in relation to the issue of new shares by the

Company.

CORPORATE GOVERNANCE

The Company has, throughout the year ended 31 December 2004,
complied with the Code of Best Practice as set out in Appendix
14 of the Listing Rules which was in force prior to 1 January
2005, except that the non-executive directors are re-appointed
without a specific term but merely subject to retirement by rotation

in accordance with the Company's Articles of Association.

The Company has an audit committee with written terms of
reference in compliance with the Code of Best Practice throughout
the year. The audit committee comprises the independent non-
executive directors of the Company, Messrs. Liu Yujiu, Huang
Chunhua and Jin Zhong. The audit committee has held regular
meetings during the year and it has reviewed the results for the

year ended 31 December 2004.

The Code of Best Practice as set out in Appendix 14 of the Listing
Rules was replaced by the Code of Corporate Governance Practices
effective from 1 January 2005. The Company is taking appropriate

actions to comply with the code.
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MODEL CODE FOR SECURITIES TRANSACTIONS BY
DIRECTORS

The Company has adopted a code of conduct regarding securities
transactions by directors on terms no less exacting than the required
standard set out in Appendix 10 of the Listing Rules. Having made
specific enquiry, the Company confirmed that all directors have

complied with the required standards as stated in the code.

SUFFICIENCY OF PUBLIC FLOAT

Based on information that is publicly available to the Company
and within the knowledge of the directors, the Company has
maintained sufficient public float as required under the Listing

Rules during the year.

AUDITORS
In 2002, Messrs. Arthur Andersen & Co., who acted as auditors of
the Company since 1999, resigned and Messrs. Ernst & Young

were appointed as auditors of the Company. Messrs. Ernst & Young

resigned on 12 March 2003 and Messrs. KPMG were appointed
as auditors of the Company. Messrs. KPMG resigned on 17 April
2003 and Messrs. Ho and Ho & Company were appointed on 5
May 2003 as auditors of the Company.

Messrs. Ho and Ho & Company retire and, being eligible, offer
themselves for re-appointment. A resolution to reappoint Messrs.
Ho and Ho & Company as auditors of the Company will be

proposed at the forthcoming annual general meeting.
On behalf of the Board
Jiang Quanlong

Chairman

Hong Kong, 7 April 2005



