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DIRECTORS REPORT

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 2006.

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 30

to the consolidated financial statements.

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

6 to the consolidated financial statements.

RESULTS AND APPROPRIATIONS
The results of the Group for the year ended 31 December 2006
are set out in the consolidated income statement on page 42 of

the annual report.

An interim dividend of HK 1 cent per share 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 2006 to the shareholders on the Register of
Members on 1 June 2007.

DISTRIBUTABLE RESERVES OF THE COMPANY

The Company's reserves available for distribution comprise the
share premium account and accumulated profits. As at 31
December 2006, the reserves of the Company available for
distribution to shareholders amounted to HK$1,295,291,000.
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DIRECTORS REPORT

FINANCIAL SUMMARY
A summary of the results of the Group for the past five financial
years ended 31 December 2006 is set out on page 100 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 during the year are set

out in Note 16 to the consolidated financial statements.

SHARE CAPITAL
Details of the authorized and issued share capital of the Company
as at 31 December 2006 are set out in Note 25 to the consolidated

financial statements.

BORROWINGS
Details of the bank borrowings of the Group as at 31 December
2006 are set out in Note 24 to the consolidated financial

statements.

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

Note 11 to the consolidated financial statements.
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DIRECTORS REPORT

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)
Ms Xu Panfeng

Mr Jiang Cainan

Independent non-executive directors
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 Jiang Quanlong, Ms Qian Yuanying and
Mr Huang Chunhua will retire by rotation from the Board at the
forthcoming annual general meeting and being eligible, offer

themselves for re-election.

As at 31 December 2006, 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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DIRECTORS' INTERESTS AND SHORT POSITIONS

As at 31 December 2006, 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 (“SFO") 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:

1. RADARDER 1. Interests in shares of the Company
EARRATE BT
BE BEUE 55 gk 4= RAWE 7
% to the issued
Number of share capital
Director Nature of interest / Capacity Shares of the Company
BREE @B Em,/ ERAZES 595,200,000 41.88%
(Ky&t)
Jiang Quanlong Interest of spouse/Interest of 595,200,000
controlled corporation (note)
# TR EFEZARILA 595,200,000 41.88%
(K at)
Qian Yuanying Founder of a trust 595,200,000
(note)
BRE EmfEE A 2,268,000 0.16%
Huang Chunhua Beneficial owner 2,268,000
B st - Note:

ZEMRMD THERYY Holdings Limited$s
B A2HBE BTRAAYY Trustf) X 5E
AYYT Limitedfi 458 » M@ ARER
BEENEBETRLZIRATFLEE
EBOAR - REHRPEGEDEXVE
ZEEBITLE LT RYY Trusti) Bz A o
¥ RS BYY Holdings Limited 8 i —
Bxo

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

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

HZDE B BT
RiERREHE BAFRZRDERNE D

% in the class of
shares in the issued

Number and class of share capital

Director Capacity issued shares of the Company
%R EE BB A BREEBRLTRD 70%
7,000,0008%

Jiang Quanlong Beneficial owner

TR BEaEE A

Qian Yuanying Beneficial owner

7,000,000 non-voting

deferred shares

BT ERETRGD 30%
3,000,000 %
3,000,000 non-voting

deferred shares

(b) EEFEHFAKTELERLE (b)  Yixing Xinwei Leeshing Rare Earth Company Limited
=23 BHEMEE 56 RAEZE D
Director Nature of interest/Capacity % equity interest

& oREE RERNF 2R 5%

Jiang Quanlong

Interest of controlled corporation

Mt

ZERRDEBERNEERSA
RARHE - ZPEEEHRBER
BEEEHAIOWEZ B TH
100EEREFIHE - BELER
REEEHEERRA -

Note:

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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YY Holdings Limited

HZLE BT

-2 BEHE 515 EBRITROHBE BRAFZROENNE DL

% in the class of

shares in the issued

Nature of interest/ Number of issued share capital

Director Capacity shares of the Company

BT R EFEZARILA TEBD IR 100%
Qian Yuanying Founder of a trust 1 ordinary share

TR EREZ RS A 18 55 B £7 25,000 % 100%
Qian Yuanying Founder of a trust 25,000 preference
shares

R RELAZER TiER M 18R 100%
Jiang Quanlong Interest of 1 ordinary share

controlled corporation
BaRRE XEARZER 18 55 I £7 25,000 % 100%

Jiang Quanlong

et

Interest of

controlled corporation

25,000 preference

shares

Note:

B Lt B S

YY Holdings Limited#) 2 &8 2 317
BE AR B YY Trust®) 3 AYYT
Limited TR A - MEX A RE
REFENEBETIRZTRAE
FTRE2EBBHAT - BEEHR
HEGIEXNVHZERETRL
TAYY Trusth) B3 A © R EE
JHEBYYT Limited M) i — & 5 »

R-FFAF+A=+—

A REESFIAERFI526MFEL
BRMAME  BEARFTESRITHAHK
HEB A TR AR R R AR QR 2B -
B REFFAERKG /R A TAEDRIR

A

B

The entire issued share capital of YY Holdings Limited
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.

Save as disclosed above, as at 31 December 2006, 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.
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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 (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 adoption of the New Scheme.

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.

During the year, no option was granted, exercised, cancelled 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

i ARTR s BREFBOT and remain outstanding as at 31 December 2006 were as follows:
BREHE
Number of options

RZBERF RIBEREF

wEA RHBH TEE —A—BEAE tZA=+t—-HHA
Held at Held at

Grantee Date of grant Exercise price 1 January 2006 31 December 2006
8T
Employees
At —TE=F-A-+=ARH 1108 T 1,500,000 1,500,000
In aggregate 23 January 2003 HK$1.10

B zEREZATERA-_SS=F—A=
TtHEZZ—=F—A=+H EELZ
B 2500 TR —ETNF—-—A=++H
RITT{E ©

B B EESN  FRAARBREME D ABE
SEEMEREARR ZEMESLITHAER
FEEBIAD TR FREBALRAF K
EREMAEAEBZRNKEFMESHEZ
B &8k

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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SUBSTANTIAL SHAREHOLDERS’' INTERESTS AND
SHORT POSITIONS

So far as is known to the directors, as at 31 December 2006, 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 595,200,000 shares
of the Company, representing approximately 41.88% of

the issued share capital of the Company as beneficial owner.

2. YYT Limited was deemed to be interested in 595,200,000
shares of the Company held by YY Holdings Limited the
entire issued share capital of which is held by YYT Limited.

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 2006.
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DIRECTORS' INTERESTS IN CONTRACTS

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$212,000.

During the year, the Group paid approximately HK$52,000 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 28 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.

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
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 9%
— five largest customers combined 28%
Purchases

— the largest supplier 22%
— five largest suppliers combined 47%

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.

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.
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AUDITORS

Messrs. Ho and Ho & Company, who acted as the auditors of the
Company since 2003, joined ShineWing Certified Public
Accountants in China in 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, 18 April 2007





