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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 2005.

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 30
to the consolidated financial statements.

Details of segmental information of the Group are set out in Note
7 to the consolidated financial statements.

The results of the Group for the year ended 31 December 2005
are set out in the consolidated income statement on page 40 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 HK4 cents per share for the year ended 31 December
2005 to the shareholders on the Register of Members on 15 June
2006.

The Company's reserves available for distribution comprise the
share premium account and accumulated profits. As at 31
December 2005, the reserves of the Company available for
distribution to shareholders amounted to HK$755,170,000.

A summary of the results of the Group for the past five financial
years ended 31 December 2005 is set out on page 104 of the
annual report.

Details of the movements in the property, plant and equipment
and construction-in-progress of the Group during the year are set
out in Note 18 to the consolidated financial statements.
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Details of the authorized and issued share capital of the Company
as at 31 December 2005 are set out in Note 24 to the consolidated
financial statements.

There was no bank borrowings of the Group during the year.

Details of the retirement schemes of the Group are set out in
Note 12 to the consolidated financial statements.

The directors of the Company during the year and up to the date
of this report are:

Mr Jiang Quanlong (Chairman)
Ms Qian Yuanying (Deputy Chairman)
Ms Xu Panfeng

(appointed on 19 August 2005)
Mr Jiang Cainan

(appointed on 19 August 2005)
Mr Fan Yajun

(resigned on 19 August 2005)

Mr Liu Yujiu
Mr Huang Chunhua
Mr Jin Zhong

In accordance with Articles 108(A) and (B) of the Company’s
Articles of Association, Mr Liu Yujiu 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, Ms Xu Panfeng and Mr Jiang Cainan will retire from
the Board at the forthcoming annual general meeting and being
eligible, offer themselves for re-election.

As at 31 December 2005, none of the directors has a service
contract with the Company which is not determinable by the
Company within one year without payment of compensation other
than statutory compensation.
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As at 31 December 2005, 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:
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Nature of interest/Capacity
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60.12%

60.12%
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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. Ms Qian Yuanying is a
founder of YY Trust within the meaning under Part XV of the
SFO. Mr Jiang Quanlong is the sole director of YY Holdings
Limited.
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Yixing Xinwei Leeshing Rare Earth Company Limited
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Note:
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The equity interest is held by Yixing Xinwei Group Co.,
Ltd., a PRC domestic enterprise 90% owned by Mr
Jiang Quanlong, with the remaining 10% owned by
his son. Mr Jiang is also the legal representative of the

enterprise.
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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. Ms Qian Yuanying is a founder of YY Trust
within the meaning under Part XV of the SFO. Mr Jiang
Quanlong is the sole director of YYT Limited.

Section 352 of the SFO.

Save as disclosed above, as at 31 December 2005, 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
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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.

The major terms of the New Scheme are as follows:

1. 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.

2. 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.

3. 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.

4, 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.
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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:

0) the closing price of the shares of the Company as
stated in the Stock Exchange's daily quotation sheet

on the date of offer;

(i)  the average closing price of the shares of the
Company as stated in the Stock Exchange’s daily
quotation sheets for the five business days

immediately preceding the date of offer; and
(i) the nominal value of a share of the Company.
The New Scheme is valid and effective for a period of 10

years from 18 June 2004, the date of the New Scheme
adopted.
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During the year, no option was granted, exercised or lapsed under

the Old Scheme or the New Scheme.
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Details of options which have been granted under the Old Scheme

and remain outstanding as at 31 December 2005 were as follows:

BREHE
Number of options
R-ZZILF
REEREE +T=ZA=+-BKF
Cancelled during Held at

the year 31 December 2005

EF

Directors

BEE —EE-E-fA-+=H 1108 7T 5,000,000 5,000,000 -
Fan Yajun 23 January 2003 HK$1.10

BT

Employees

= “ET=Ff-A-+=H L10E T 1,500,000 - 1,500,000
In aggregate 23 January 2003 HK$1.10
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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.

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.
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So far as is known to the directors, as at 31 December 2005, 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, was holding 593,400,000 shares
of the Company, representing approximately 60.12% of

the issued share capital of the Company as beneficial owner.

2. YYT Limited was deemed to be interested in 593,400,000
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
57,151,000 shares of the Company, representing
approximately 5.79% 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 2005.
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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$5,662,000.

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$206,000.

During the year, the Group paid approximately HK$51,000 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 an office premises.

Save as disclosed above and in Note 27 to the consolidated
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.

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.

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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The percentages of sales and purchases for the year attributable

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

— the largest customer 12%
— five largest customers combined 39%
— the largest supplier 17%
— five largest suppliers combined 41%

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.

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.

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.
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Messrs. Ho and Ho & Company, who acted as the auditors of the
Company since 2003, joined ShineWing Certified Public
Accountants in China in the second half of 2005. As a result,
ShineWing (HK) CPA Limited was established and it replaces
Messrs. Ho and Ho & Company as the auditors of the Company
with effect from 17 November 2005.

ShineWing (HK) CPA Limited retires and, being eligible, offers
itself for re-appointment. A resolution to reappoint ShineWing (HK)
CPA Limited as auditors of the Company will be proposed at the

forthcoming annual general meeting.

On behalf of the Board
Jiang Quanlong

Chairman

Hong Kong, 20 April 2006
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