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DIRECTORS” REPORT

The directors have pleasure in presenting the annual report and
the audited financial statements of China Rare Earth Holdings
Limited (the “Company”) and its subsidiaries (collectively, the

“Group”) for the year ended 31 December 2003.

PRINCIPAL ACTIVITIES =~ .. ...
The principal activity of the Company is investment holding. The
principal activities of the Group are manufacturing and sales of

rare earth products and refractory products.

The principal activities of the subsidiaries are set out in Note 15 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 2003
are set out in the consolidated income statement on page 30 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
2003 to the shareholders on the Register of Members on 4 June
2004.

Details of other appropriation are set out in Note 21 to the financial

statements.

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 21 to the financial statements.

FINANCIAL SUMMARY

A summary of the results of the Group for the past five financial
years ended 31 December 2003 is set out on page 71 of the

annual report.
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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 14 to the financial statements.

SHARE CAPITAL ~
Details of the authorised and issued share capital of the Company
as at 31 December 2003 are set out in Note 20 to the financial

statements.

BORROWINGS .

Details of the bank borrowings and banking facilities of the Group

are set out in Note 22 to the financial statements.

RETIREMENT SCHEMES =~~~ .. ... . ... . ...

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

Note 10 to the financial statements.

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

Ms. To Siu Mui, Annie (resigned on 2 July 2003)

Mr. Ying Yuming (appointed on 2 January 2003 and
resigned on 29 April 2003)

Independent non-executive directors
Mr. Liu Yujiu
Mr. Huang Chunhua

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

offer himself for re-election.
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RZZFTE=F+-A=1+—HB BEEFHEX As at 31 December 2003, none of the directors has a service
REEIM A AARRR—FRKIEMBAS contract with the Company which is not determinable by the
MEEBEAIINEENRBT G L - Company within one year without payment of compensation other
than statutory compensation.
ESMEEAA  DIRECTORS INTERESTS AND SHORT POSITIONS
RZZEZ=F+_A=1+—8  RAFKE As at 31 December 2003, the interests and short positions of the
[FBH RGN F3526MEE 2 EZMR directors and chief executive of the Company in the shares,
PR Sk E AR ERETESR HIE underlying shares and debentures of the Company and its
AfBHARAREABA RS AARREN associated corporations (within the meaning of the Securities and
RAREERITREZERARN AT LA AR Futures Ordinance (“SFO")) as recorded in the register kept by the
(R[EH RBAEGROIOER) 2K H - 8 H Company pursuant to Section 352 of the SFO or as otherwise
Bip REFO#ERREMT notified to the Company and The Stock Exchange of Hong Kong

Limited pursuant to the Model Code for Securities Transactions by

Directors of Listed Companies were as follows:

1. RARQE R ER 1. Interests in shares of the Company
EARDRE#IT

R#%m#E RANBED
o EEME 51 Number of % to the issued share
Director Nature of interest/Capacity shares capital of the Company
R BB 2 e (W i)
Jiang Quanlong Interest of spouse (Note) 420,050,000 51.57%
e EREezZa A Wit)
Qian Yuanying Beneficiary of a trust (Note) 420,050,000 51.57%
BEERE EREAA
Huang Chunhua Beneficial owner 2,868,000 0.35%
Kt - Note:
ZE WD ThiE BYY Holdings Limited £ These shares are held through YY Holdings Limited, the entire
ﬁ H2 B #ITRABYY Trust) X 5E issued share capital of which is held by YYT Limited, the trustee
AT Limited PR#5 A - ME R ARBER of YY Trust, the discretionary object of which is a company
BEEAEMNEBBETRLALIRAEF LS E wholly owned by Ms. Qian Yuanying, the spouse of Mr. Jiang
WERRA - Quanlong, and her children.
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2. Interests in shares, underlying shares or equity interests

in associated corporations

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

E=x 8% EBRTROHBE
Director Capacity Number of issued shares
& mue EEHBA B FRE IR 7,000,0000%
Jiang Quanlong Beneficial owner 7,000,000 non-voting deferred shares
BITR ESHBA B FHEE M7 3,000,0008%

Qian Yuanying

Beneficial owner 3,000,000 non-voting deferred shares

(b) EHEFEFKBELERAAF

(b)  Yixing Xinwei Leeshing Rare Earth Company Limited

o EEMTE PR A #E 5
Director Nature of interest Equity interests
R R RENE S B i)

Jiang Quanlong

Interests of a controlled corporation (Note) 5%

(©) YY Holdings Limited

(©) YY Holdings Limited

o 5140 EBRITROHE
Director Capacity Number of issued shares
s EREEzER BRI
Qian Yuanying Beneficiary of a trust 1 ordinary share
e ERE2ZRAEA 18 5% B 19 25,000 A&

Qian Yuanying

Beneficiary of a trust 25,000 preference shares

it

ZERBEDNERERTREEERA A
BE ZPECERERELERA
0% HEZ F B THI0wERAE T
B -BRENBZOERNEERERA -

Note:

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.
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3. RAQXEHBERGER 3. Interests in underlying shares of the Company
RELBRE
AEITROBE EARRABE BT
Number N
o &40 of shares issuable % to the issued share
Director Capacity under options granted capital of the Company
BhE EREAA
Fan Yajun Beneficial owner 5,000,000 0.61%

BRERT LAEEOAHR TXE

P Et 8 4 BE o

BrERMRESN R-FTE=F+_A=+—
B REESIAEGEN] F3526MEFEZ
BRMAME  MERNDREZHITRAHRR
AABREBB AR BN - AERD RES
RAEIREABEELAERIAR °

%kﬂ?% - o
“AAAETATEE  BREHBERE
% HEBBRHWT -

W

0] BALENEAGIE I

} \

1EB
%

NN
()

(i) RERETE O] FEITHERDE
B A60,000,0000% -+ #91& 2 57 £ F 3%
BEAARAE #EITIRAHE% o

iy ARM—RSEERLZBREMS R
ZBRNEE - ERREEBRESR
—2RERHZEMBRERSD &
ﬁ&ﬁﬁéﬂzﬁxfﬂ AR EBRRER

PR RT B iR 2 A 4T LD 2 25% e

(v), HBHEBREZATERHITHEES
BE BETARERLARETFE
= o

Details of the options granted to the above directors were

disclosed in “Share Option Scheme” below.

Save as disclosed above, as at 31 December 2003, none of the
directors or chief executive of the Company 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 14 October 1999, a share option scheme (the “Share Option
Scheme") was adopted and the major terms of which are as

follows:

)] The participants included any full time employee and

executive director of the Group.

(i) Under the Share Option Scheme, the total number of shares
available for issue is 60,000,000 which represents
approximately 6% of the issued share capital of the

Company as at the date of this report.

(i) The maximum number of shares in respect of which options
may be granted to a participant, when aggregated with
shares issued and issuable under any option granted to
the same participant under the Share Option Scheme, must
not exceed 25% of the maximum number of shares issuable

under the Share Option Scheme from time to time.

(iv)  The exercisable period of an option granted may be
determined by the directors and which should not expire

later than 10 years from the date of grant.

_Qﬁ 4 £00C 1¥0d3d TVNANNV
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v) (FARGBREZZETH2EER
REBR2IAARTHRE BT
o

(i) 1TEEBEAREEFEE ETALIR
EEELANAEARZARMCRES
BERGMBERARAZEHKTE
B0%KRBMEEBMER 2B EE o

(viiy BREFBZBRBU-ANNAES
AT - B 2R B
RETE -

RIZFZ=F—-A-t+=H HTEERET
WBRAE MR E XS BRE

RERNREREFEWHE T 2BREZZEH0M
T

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

(vi)  The exercise price may be determined by the directors and
it should be not less than the higher of 80% of the average
of the closing price of the shares on The Stock Exchange of
Hong Kong Limited on the five trading days immediately
before the date of grant and the nominal value of the

share.

(vii)  The Share Option Scheme will be remained in force for a
period of 10 years from 14 October 1999, the date of the

Share Option Scheme adopted.

On 23 January 2003, certain directors and employees have been

granted options under the Share Option Scheme.

The movement of the options granted under the Share Option

Scheme during the year were as follows:

BREHER
Number of options
RZZR=F
R-BE=HF TZB=t+-8
-A-B&E ¥E
TEE Heldat RERKBE REREK Held at
BEA RHBH Exercise 1 January Granted during Lapsed during 31 December
Grantee Date of grant price 2003 the year the year 2003
£
Directors
BnE “ERE=%-A-t=A 110 7T
Fan Yajun 23 January 2003 HK$1.10 - 5,000,000 - 5,000,000
f/hig ZRE=F-FA-+=H 110 T
To Siu Mui 23 January 2003 HK$1.10 - 1,500,000 1,500,000 -
EXH “RF=5-A-t=A 110 7T
Ying Yuming 23 January 2003 HK$1.10 - 5,000,000 5,000,000 -
ET
Employees
= “RE=4-A-t=A 110 7T
In aggregate 23 January 2003 HK$1.10 - 1,500,000 - 1,500,000




ZREBRERKEANARTRN ZKTER
1108 7T °

REZEREZAITERAZSS=F—A=
THtHEZZT—=F—A=Z+ 8 BELZ
BBAIE 2 5000 AR —EENF— A =++H
BIATHE ©

R zBREEEERTENTERMBHRE
NWER - EESR AN HBREEEZ
AETHRAZRERET M NEERFAR
HBREREEEE - ERZREIRRE
BREFHEEEREEE RURERREKR
o

B bR B BRI - FRAARDAHENBERAGE
SEEMERERARRZEMNESHITHREH
HEEBIADT/\RNTFLERBALRE K
EMEMEABRZROAEFMESMEZ
AR -

TERRBERRAR

BEZEQMM R-ZEE=F+-_A=+—
H - RARAMKIE [FEH R HE GO 53366
FEZECLMAME  BAQREERTHA
SN BE SR FS A AN A AR AR 19 K2 AR RA R 17 /O
B MABWT

1. 2EEBITRAAYY Trustth ¥ 5E A
YYT LimitedFT i A M X A BB RE
EENEBETRZLREFL2E
¥ B B A AYY Holdings Limited A
ExnBEEANTFOEBEARARARG
420,050,0000% + AIMEARAFIEETTR
D EI51.57% °

2. YY Trustt) & 5E AYYT Limited 18 &%
BEFRBEBE2HICHTRMEYY
Holdings Limitedff # & #) A< 22 8] % 17
420,050,000% B RE %5 -

3. Martin Currie China Hedge Fund
Limited JA$R & 312 & 17 #5 B A2 AR
743,836,000/ » #1E A DB E T
J 17 #95.38% °
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The closing price of the Company's shares immediately before the
date on which the options were granted was HK$1.10.

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 recognised 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 enables 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 2003, 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 420,050,000 shares of the
Company, representing approximately 51.57% of the issued
share capital of the Company as beneficial owner.

2. YYT Limited, the trustee of YY Trust, was deemed to be
interested in 420,050,000 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
43,836,000 shares of the Company, representing
approximately 5.38% of the issued share capital of the
Company as investment manager.
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B HEN  RoBR=F+-A=+—
B REESIAEGE] F3361G6MEFEZ
BERMAME - kR $“E‘$ﬁﬁﬁ%ﬁu
Sh - BEEEM A TBMAARRRAR B Z ARG
Tk*ﬁ?ﬁﬂxfﬁ?¢%§f£(?ﬁ§%ﬁék (B o

EEReONRES
Fh REEBALHREMERERELE
H BN T E ¥ ERFAEEER
AR OREA R HER O E BB
i BBERLHMAEMN K OHELD S

1,746,000 7 °

FR-AEEREREALEEAAMEARLE
ERHEERTHERRAE - FA - 5
MOmMXHMEEtHREANEESS
204,000/ JT °

£
g
#

#w

\|

N

FR - AEER-—HRBETRLTHEEERN
RAEHZERRMEERAAZINEL
941,0008 T (FEARBE-_ZEZT=F+=A
ST —BUEFEEERABREERE MR EE
BB ERE o o - REBRFARZRFH
& 49180,0008 JLHI BT £} o

B bt B 7 BA RS SRR BT SE25(b) BB S - R4S
FARFATASHEESRERARDAIHHE
EAMBARG LEEXBEHNENERS
HMPEEERARMENERES -

BESN
FARET VS FETAHAEELHPREN
MO EBREERTREBZAN -

BE - HESEEAAANLTES

AEERAFEARERBE - HERBRER
RARBEZ EWREH -

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 2003.

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$1,746,000.

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.

During the year, the Group paid approximately HK§941,000 as a
compensation to Wuxi Pan-Asia High Temperature Ceramics Co.,
Ltd., a company in which Ms. Qian Yuanying has beneficial interests,
for the use of a plant as its production plant for fluorescent materials
for the year ended 31 December 2003. In addition, the Group
sold materials to that company amounting to approximately
HK$180,000 during the year.

Save as disclosed above and in Note 25(b) 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.
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MAJOR CUSTOMERS AND SUPPLIERS
Durmg the year, the aggregate sales attributable to the Group’s
five largest customers represented approximately 44% of the
Group's total sales and the sales attributable to the Group's largest
customer was approximately 13%. The aggregate purchases
attributable to the Group's five largest suppliers during the year
represented approximately 53% of the Group's total purchases
and the purchases attributable to the Group’s largest supplier was

approximately 21%.

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.

CODE OF BEST PRACTICE . ...
The Company has complied with the Code of Best Practice as set
out in Appendix 14 of the Rules Governing the Listing of Securities
on The Stock Exchange of Hong Kong Limited throughout the year
ended 31 December 2003, except that the appointments of non-

executive directors have been renewed without a specific term.

The Company had an audit committee with written terms of
reference in compliance with the Code of Best Practice throughout
the year. The audit committee comprises the two independent
non-executive directors of the Company, Messrs. Liu Yujiu and
Huang Chunhua.

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, 15 April 2004
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