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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 2003.

Continuously affected by market uncertainties and industry
competition, along with the slow economic recovery worldwide,
especially in the US and Japan, the rare earth market plunged
to new depths in 2003 with price levels dropping to historical
lows, and showing an even more adverse business environment
than that of 2002. To improve the market situation, the PRC
government implemented a series of regulations within the
industry. With initial integration of the mining, processing and
sales supply chain, certain rare earth mining and separation
enterprises were weeded out or suspended and a more positive
outlook appeared on the horizon in late 2003 with a rebound
in the rare earth market. The Group's refractory materials
business remained, thanks to the Group's strength in production
and technological development. This effectively offset the
sluggish rare earth business environment experienced by the

Group.
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2003 was a tough and challenging year for the Group. The
outbreak of Severe Acute Respiratory Syndrome (“SARS") and
the keen market competition affected the Group’s business
performance. However, through the dedication and commitment
of both the staff and the Board to overcome difficulties and
continue its pursuit of excellence, the Group recorded relatively
better results as

IR compared to its

counterparts in

the industry.

In November
2003, the Group
successfully
organized “The
National Seminar
on the Rare Earth
Functional
Materials” which
contributed to
the further study and development of rare earth applications. At
the same time, it received ISO 14001 accreditation, affirming

its commitment and dedication to quality and the environment.

FINANCIAL RESULTS
For the year ended 31 December 2003, the Group recorded a
turnover of HK$457,077,000, representing a slight drop of 2%
as compared to HK$467,663,000 in 2002. The rare earth
business amounted to approximately HK$208,281,000,
contributing 46% of the total turnover, while the refractory
materials business amounted to approximately HK$248,796,000,
representing 549% of total turnover. Profit attributable to
shareholders increased to HK$66,578,000 from HK$41,032,000
in 2002. Earnings per share increased to HK8.2 cents from
HK5.0 cents in 2002. However, excluding the write-off of
obsolete machinery and equipment and the disposal of certain
assets due to removals and renovations for healthier business
growth in 2002, profit attributable to shareholders in 2003
decreased by approximately 8% compared to 2002, which

reflected the difficult business environment experienced in 2003.
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DIVIDEND

The Board has recommended the payment of a final dividend

of HK 2 cents per share for 2003. The fact that no interim
dividend was distributed has been taken into consideration in
the determination of the final dividend. Subject to the approval
of shareholders at the forthcoming Annual General Meeting to
be held on 4 June 2004, the final dividend will be paid on or
before 16 June 2004 to the registered shareholders as at 4
June 2004.

The register of members will be closed from 1 June to 4 June
2004, both days inclusive, during which 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 certificates must be lodged with the Company's branch
share registrar in Hong Kong, Computershare Hong Kong Investor
Services Limited, for registration not later than 4:00 p.m. on 31

May 2004.

BUSINESS REVIEW
Rare Earth

Rare earth products are widely used in various sectors such as
new materials, new energy, environmental protection,
information, biology and the national economy. In fact,
development and exploration of usage and applied techniques
for rare earth have progressed substantially in recent years.
However, the continuing uncertainty in the global economy,
leading to slow growth in market demand, and the heavy
competition in the rare earth industry have resulted in the price
of rare earth products being maintained at extremely low levels,

with this situation extending into the second half of 2003.
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However, with the restructuring of the rare earth industry in the
PRC in recent years, some rare earth mining and separation
enterprises were weeded out at the end of 2003. At the same
time, the PRC government implemented policies and regulations
on the mining and separation industries to protect rare earth
resources. Though the overall price level of rare earth products
remained flat, a stable growth trend began to emerge while
prices of some rare earth products started rising at the end of

the year, creating a more prosperous atmosphere in the industry.

Through the modernization of its production skills in the past
two years, the Group has strengthened its abilities to respond
rapidly to market conditions. On the basis of the continuous
improvement in internal management and cost controls, the
Group has been able to follow closely the ever-changing market
demands, and implement development strategies for high-end,
value-added rare earth products thus minimizing the adverse

effects in the market.

During the year, the Group sold about 4,000 tonnes of rare
earth products, representing a 10% growth from 2002. Turnover
for the rare earth business however, amounted to
HK$208,281,000, which is similar to 2002 levels. Despite the
increase in sales volume, the turnover remained constant,
reflecting the decrease in the average price of rare earth products
in 2003. Prices for certain products, such as cerium oxide,
neodymium oxide, dysprosium oxide and yttrium oxide,
decreased by approximately 20%. In terms of costs however,
the price of major raw materials, such as rare earth chloride
and rare earth carbonate, showed no significant change. Since

the Group had made relatively larger provisions for its inventory

gross profit margin for the Group's rare earth
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On a more positive note, the volume of fluorescent products
sold by the Group during the year also increased by over 30%
compared to that in 2002. Although the price of fluorescent
products followed the price fall of rare earth oxide, the fall did
not exceed 5%, and the gross profit margin was maintained at

over 20%.

Refractory Materials
Refractory materials form another major business for the Group.
It has also provided the Group’s major income during the

recession in the rare earth market in recent years.

In 2003, the Group strengthened its research and development
for refractory materials business, adjusting the structure of its
product categories, improving product quality and modernizing
production skills in response to market demand, which have
brought in fruitful results for the operation. However, the
outbreak of SARS in the first half of the year created significant
impact on the Group’s refractory materials business, which
involved both massive transportation and intensive labour. As
such, the sales volume and amount of refractory materials
business in the first half of 2003 decreased by 23% and 20%
respectively, compared to the corresponding period in 2002.
Through the dedication of staff however, the sales volume for
the full year in 2003 decreased by only 15%, and turnover
dropped slightly by 5% to HK$248,796,000.

During the year, the Group sold about 47,000 tonnes of
refractory materials, as compared to 55,000 tonnes in 2002.
Although the sales volume decreased due to the outbreak of
SARS, the Group's strategies to increase the proportion of
medium to high-end refractory materials softened the drop in
amount. For instance, sales of a kind of refractory materials
which priced at around HK$10,000 per tonne grew over six-fold
from 460 tonnes in 2002 to 3,430 tonnes in 2003. Moreover,
technological advancements in production, enhanced skills and
improved techniques accounted for the rebound in the gross

profit margin to over 30%.
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In 2003, approximately 239% of the Group’s refractory materials
were exported, representing further growth compared to 18% in
2002. The Group extended its market share in Japan, and
successfully penetrated into the Korean market. The Group will
also continue to enhance product quality and explore international

markets to offset the tight competition in the PRC market.

PRODUCT DEVELOPMENT
Experiencing various challenges in 2003, the Group remains focus
on the research and development of techniques and products,
enhancing its co-operation with universities and research institutes
to develop brand new LED powders and PDP powders.
Additionally, the development of polishing powder materials, which
is a value-added product of rare earth oxide, has been fine-
tuned, such that operation is estimated to commence by late
2004. In the refractory materials business, the productions of

highly densed zircon and highly densed chrome bricks have been

scheduled to commence production in the third quarter of 2004.

MERGER AND ACQUISITION
To broaden its product categories, the Group entered into an
acquisition agreement (the "Acquisition Agreement”) in
December 2003 whereby 172,500,000 shares were allotted
and issued at a price of HK$1.2 per share as consideration for
the acquisition of Dynamic Goal Worldwide Inc. and its subsidiary,
Wuxi Pan-Asia High Temperature Ceramics Co., Ltd. (“Wuxi Pan-
Asia”), which is involved in the high temperature ceramics
business. The acquisition was completed, with the approval of
shareholders of the Company at the extraordinary general
meeting held on 29 January 2004. As shown in the audited
financial statements which prepared in accordance with the
accounting principles generally accepted in Hong Kong, the net
profit of Wuxi Pan-Asia for the year ended 31 December 2003
amounted to HK$24,595,000, which was higher than the
guaranteed net profit of HK$23,000,000 specified in the
Acquisition Agreement. The Group expects the high temperature
i __growth driver in 2004.
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The Group is fully committed to environmental protection. While
continuing to extend the business, the Group also aims to
enhance its environmental protection standards. In October
2003, the Group obtained
ISO14001 certification for
its high quality and detailed

1S014001
CERTIFICATE

environmental protection
standards. The accreditation
i e testifies to the integrity of
the Group's environmental

== management system, which
in turn plays a major role in
raising the Group's

corporate image.

As at 31 December 2003, the Group had cash and bank balances
of approximately HK$254,262,000 with nil long-term liability.
Net current assets increased to HK$620,781,000. The total
liabilities to total assets ratio has been maintained at

approximately 7%.

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 the Renminbi, US dollars and
Hong Kong dollars were relatively stable during the year, the

Group was not exposed to material foreign exchange risk.

CHARGE ON ASSETS .. .. ... ... ..
During the year, the Group had certain banking facilities for
trade finance. The trade finance facilities are secured by a first
charge over deposits held with a bank in an amount not less
than the utilized facility amount. As none of the facilities was
utilized as at 31 December 2003, there was no charge on

assets of the Group.
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CONTINGENT LIABILITIES -~ . ... . . ... ..
As at 31 December 2003, the Group had no material contingent
liabilities.

STAFF AND REMUNERATION
As at 31 December 2003, the Group had a workforce of
approximately 1,050 staff. Comprehensive remuneration and
welfare packages are offered to them. Keeping abreast of market
needs, the Group continues to employ and train professionals
in management, production skills, operation and sales, enabling

staff to develop their full potential in exercising their job

responsibilities.

During the year, approximately HK$15,010,000 was incurred in
staff costs excluding directors’ emoluments. The Group has also
adopted a share option scheme as part of the benefits package
to reward qualified staff. To enhance the flexibility, the Board

has recommended re-establishing the share option scheme.

PROSPECTS . . ...
Rare Earth

Entering 2004, the gradual recovery of the global economy is
leading to a substantial improvement in the Group’s business.
The continuing increase in the usage and consumption of rare
earth products, along with the PRC government's stringent control
in the mining of rare earth resources and the establishment of
Southern and Northern Rare Earth Entities to soften the
disequilibrium of demand and supply of rare earth materials,
has resulted in a recovery in the prices of rare earth products
from their previous low levels. As from 1 January 2004, the
PRC government terminated certain export tax rebates, but as
the price increment in rare earth products surpassed the tax
rebate amount, there has been no significant impact on the
Group's rare earth business. The annual average price of rare
earth is expected to rise steadily. Market trend indicates that
prices of those applied in magnetic materials such as neodymium

oxide and dysprosium oxide will continue to grow in the future.
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At the same time, the “National Forum on the Market of
Trichromatic Phosphors” held in Hangzhou in March 2004 dealt
with the growth of market prices of fluorescent products,
preventing disordered competition and encouraging positive
competition in skills and quality. The Group will continue to
explore and enhance its development techniques in the rare
earth market, leveraging on its competitive edge in the separation
of rare earth products to co-operate with respective research
institutes and universities for the development of value-added
products for rare earth oxides. Additionally, new LED powders,
PDP powders and polishing powder materials will be launched

gradually in the market.

Refractory Materials

Although the market demand for refractory products has
remained steady in recent years, competition has been very
keen. Keeping abreast of market development, the Group will
gradually decrease the production of low-end products in the
keenly competitive market. However, leveraging on the Group's
competitive edge with regard to capital, production facilities
and advanced techniques, the Group has expanded the
production of its middle to high-end refractory products and
new materials. Production skills for new products such as highly
densed zircon bricks and highly densed chrome bricks have
become mature and the projects are scheduled for

implementation in 2004.

The newly acquired high temperature ceramics business has
broadened the Group's product categories and its room for
business development, allowing it to stretch its market reach
from the metallurgy,
construction, petroleum,
and chemical industries to

the electrical industry.

In addition to penetration
in the new high
temperature ceramics
business, the Group's
refractory materials

business continues to grow,
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aligning it with the development of the application industries.
To meet future market demand, the Group is also increasing its
investment in production facilities with the introduction of
advanced automatic bonding machines to improve product
quality. The Group will also continue to increase the proportion
of middle to high-end refractory material products and to
research and develop more new products to enhance the market
competitiveness of the Group's refractory materials. In addition
to strengthening business relationships with existing overseas
customers, the Group will proactively explore international

markets to maintain substantial growth in its export sales.

The Group will continue to study ways to strengthen its co-
operation with raw material suppliers of refractory materials, to
ensure the cost-effectiveness of raw material supplies and cost

controls.

APPRECIATION . .
Our success is a direct result of the dedication and contribution
made by our staff over the years, and the trust and support of
our shareholders, investors, customers, suppliers and business
partners. On behalf of the Board and the management, | would

like to extend my gratitude to all.

Jiang Quanlong

Chairman

15 April 2004
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