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&% TURNOVER IR FER &R PROFIT ATTRIBUTABLE TO SHAREHOLDERS
BE+-_A=+t—BItEE BEBT L) HE+-A=+—BItEE BEBT g
for the year ended 31 December HK$'M  Change for the year ended 31 December HK$'M  Change
2001 618 1% 7T 2001 142 1% T
2002 468 24% | 2002 41 71%
2003 457 200 4 2003 67 62% T
2004 665 46% T 2004 119 79% T
2005 769 16% T 2005 130 9% T
Turnover & ¥ %8 Segment results 7 48 ¥ 45
HEBT HEBT
HK$'M HK$'M
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600 - |3 150 |
500 |-
H 122 .
400 200 208 424 100 [~ e BrERA
300 - 364 Rare Earth Products
200 - 243 262 249 so| |6 o
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2001 2002 2003 2004 2005 2001 2002 2003 2004 2005
2005 2004 2003 2002 2001
BEBT % BEBTL % BEAT % BEBRT % BEBTL %
HK$'M HK$'M HK$'M HK$'M HK$'M

S5 Turnover

W EmE Rare Earth Products 345 45% 301 45% 208 46% 206 44% 375 61%
fit A E @88 Refractory Products 424 550 364 550% 249 54% 262 56% 243 39%
B Total 769 100% 665  100% 457 100% 468 100% 618 100%

PEEE Segment results

B L EME Rare Earth Products 53 30% 46 31% 16 20% 10 12% 99 60%
fit K E @ Refractory Products 122 70% 105 69% 67  80% 73 88% 66 40%

B Total 175 100% 151 100% 83 100% 83 100% 165 100%
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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 2005.

“ETRE  MITXEEZRER  Eam
BRERERBERREN  BHAKENEEE
R 2XEBEFS BAFARBVHER
SEROLNBEEANER  YETAEE
MAMIEE  EEEZEBLCENNERAKHE
BHPAMB S EXERBERER -

H—0E AEE-RBEIREERNAER
HE R_TTAFER AKELRKY
WBTURPEEENERTHEEBEFR
NE([#BETR])  BAKENM AN X
BE-TASIRVHAHEENRE  5—7
| TMEEANERESIMERE -

BE-_ZZRE+-_A=+-ALUHKE
- ASEEXRALHN %‘ -
769,370,000% T - F 2%@@&2
665,320,000 7  E16% - £ FEt+tE

W (B 1E % ﬁﬁﬂ)Z%%%ﬁMﬁ%*E
345,243,000;%3575 "B AF2300,984,000
BLERL15%  MAMBER (BESR
&) FEHERAB424,127,0008 7T
& ¥EH55%  WEAF 2364,336,0008 T
FHLH16% °

AREEMBBATEMNER171,646,0008
7T BEEF 2139,283,0008 Tt & F T+

h¥F

&£ o

H

JIANG QUANLONG - Chairman

BRE -

In 2005, benefited from the rebounding rare earth industry,
which saw increase in demand and prices, the Group reported
growth with turnover reaching a new height. Although persistently
high material cost and expiry of tax holiday affected its profit
growth, the overall improving economy plus the relentless efforts
of every department had seen the Group advanced in its results.

Aware of the limited supply of mineral resources, the Group
acquired Haicheng City Suhai Magnesium Ore Co., Ltd. (“Suhai
Magnesium”) in Liaoning, the PRC at the end of 2005. The
acquisition has assured the Group of raw material supply for
refractory products, as well as provided the Group with a new
source of profit.

For the year ended 31 December 2005, the Group's turnover
surged to the record high of HK$769,370,000, 16% more than
the HK$665,320,000 in 2004. Sales of rare earth products
(including fluorescent materials) was HK$345,243,000, an
increase of 15% from HK$300,984,000 in the previous year,
accounting for 45% of the Group's total turnover. Sales of
refractory materials (including high temperature ceramics)
accounted for 55% of the Group's total turnover, an increase
of approximately 16% from HK$364,336,000 last year to
HK$424,127,000.

Profit before taxation of the Group reached HK$171,646,000,
representing an increase of 23% as compared to
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HK$139,283,000 in 2004. However, the two-year exemption from
Enterprise Income Tax (“EIT") and 50% reduction for the three
years thereafter (M4 =& ¥) previously granted to its subsidiaries,
Yixing Xinwei Leeshing Rare Earth Company Limited and Yixing
Xinwei Leeshing Refractory Materials Company Limited, had expired.
Starting from the year under review, these subsidiaries have to
pay the full EIT amount. As a result, taxation for this year increased
to HK$40,021,000, nearly 123% higher than last year's HK$
17,973,000. Profit for the year slightly increased by 9% to
HK$131,625,000 as compared with 2004. Earnings per share
increased to HK13.2 cents from last year's HK12.3 cents. Gross
profit margin and net profit margin were 27% and 17%
respectively.

The Board has recommended the payment of a final dividend of
HK4 cents per share for 2005. Subject to the approval of
shareholders at the forthcoming Annual General Meeting to be
held on 15 June 2006, the final dividend will be paid on or
before 23 June 2006 to registered shareholders as at 15 June
2006.

The Register of Members will be closed from 12 June to 15 June
2006, both days inclusive. During this 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 certificate must be
lodged with the Company’s Share Registrar in Hong Kong,
Computershare Hong Kong Investor Services Limited, for registration
not later than 4:00 p.m. on 9 June 2006.

In 2005, the magnetic materials and
fluorescent materials industries
developed rapidly. Despite that the
Government stepped up regulation
of mining and environmental
protection, and export tax rebate for
rare earth products has been
cancelled since 1 May 2005, the rare
earth industry still continued to
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develop. In 2005, the Group sold approximately 4,400 tonnes of
rare earth products and downstream products, an increase of 7%
from that in 2004. Turnover of its rare earth business increased
by 15% to HK$345,243,000, as compared to HK$300,984,000 in
the previous year. The performance of individual element markets
however varied. In 2005, the average prices of neodymium oxide
and dysprosium oxide, the major contributors of its rare earth
business, increased more than 20% from that in 2004, while the
prices of terbium oxide and mixture of yttrium and europium
maintained at the 2004 level. The Group adjusted its sales mix
taking into account the change in product prices, it sold less
products such as yttrium oxide which prices had dropped markedly,
while increasing the sales volume of products, such as dysprosium
oxide, which prices had hiked.

As for the production cost, the prices of
most raw and auxiliary materials rose as
compared with 2004. The country
tightened its control on rare earth
resources and prices were pushed up
more than 15%. The price of oxalic acid,
its major auxiliary material, increased by
10%, and the price of liquid alkaline
surged even higher by over 15%. The prices of certain auxiliary
materials, however, decreased. The price of hydrochloric acid, for
instance, dropped around 10%. The cancellation of export tax
rebate for rare earth products also created negative impact on
export costs. Therefore, the gross profit margin of its rare earth
business remained at around 15% in 2005, similar to last year.

Benefited from the tense power supply in China and the
Government encouraging energy conservation in the community,
its fluorescent material business recorded steady growth. Currently,
the polishing powder material market is still developing with most
customers still relying on products imported from overseas, hence
the Group's products has yet to report meaningful sales. However,
the Group is confident that, after establishing a renowned brand,
this segment will become one of the major revenue contributors
of its rare earth business.
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Regarding market distribution, rapid development of the PRC
economy has pushed up domestic needs. That plus the growing
number of foreign companies attracted to set up base in the
country to benefit from the low cost yet resources rich environment,
the proportion of sales of rare earth products from the PRC market
increased from 669% in 2004 to 72% during the year. The
percentage of sales from overseas markets dropped slightly.
Currently, the Japan market and the European market accounted
for 8% and 12% of the Group’s total sales respectively.

The refractory materials business maintained stable growth.
Although the Chinese Government's macroeconomic control
measures on the property, metallurgy, construction materials sectors
dragged down demand for refractory materials during the year,
the Group managed to increase sales
of the material by stepping up
development of its high temperature
ceramics business. In 2005, total sales
volume of refractory materials reached
79,400 tonnes, 12% more than that
in the previous year. Sales amount
increased by 16% to HK$424,127,000
and product prices were stable. The
prices of major products, such as fused
magnesia-chrome bricks and alumina-graphite bricks, stayed at
the 2004 level, but the prices of zircon bricks, magnesia-alumina
spinel bricks and AZS bricks increased by 3% to 5%. The Group
intends to actively promote its various high margin unshaped
casting material at the end of this year. About 2,300 tonnes of
products of the recently launched Sialon series were also sold.
Regarding production costs, both raw and auxiliary materials costs
continued to rise with the prices of major materials, including
zircon sand and fused magnesia-chrome grains, 30% more
expensive than last year. The prices of emery and brown corundum
remained steady, while the prices of different grades of fused
magnesia grains increased by 3% to 5%. The price of heavy
crude oil, a necessary material for producing sintering products,
also rose over 10%. However, at the Group's strengthened internal
management and cost control, gross profit margin was kept at
above 309%.
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The Group has been actively seeking
opportunities to co-operate with raw material
suppliers of refractory materials to create a
vertical industrial chain, and in turn enhance
production efficiency. In December 2005, the
Group acquired entire equity interest in its
supplier Suhai Magnesium, which has been
providing it with fused magnesium grains, a
major raw material of refractory products.
Guaranteeing a stable supply of materials for
producing refractory products, the acquisition
helps to reduce the cost of sales of the Group's
refractory products. As the acquisition was
completed at the end of last year, the financial
contribution of Suhai Magnesium will commence be reflected in
the 2006 consolidated financial statements.

The PRC is still its principal market for refractory materials. Export
value accounted for approximately 18% of the total turnover from
refractory materials.

As the global economy revives, the rare earth market also shows
signs of growth. The continuous development of rare earth
technology and application has bred a growing demand for the
downstream rare earth oxide products and in turn sent product
prices on the up trend. The Group will continue to develop valued-
added rare earth products, in particular fluorescent materials, in
which it is seen brilliant prospects. Currently, the PRC consumes
much power for lighting. With the Chinese Government planning
to push the use of energy-saving lights in the advent of the 2008
Beijing Olympics, the Group's fluorescent material business is
presented with immense opportunities.

The Group commenced export of fluorescent materials to Japan
and Korea in 2006. In March 2006, the Group signed an agreement
with a large fluorescent materials user in Korea, marking the
beginning of a long-term cooperative relationship. The Korean user
will order large quantities of fluorescent materials from the Group,
and help to promote the Group's products in Korea. This customer
will be the largest customer of the Group's fluorescent material
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segment. The partnership signified entry of the Group's fluorescent
materials into overseas markets, and is expected to help enhance
awareness of the Group's brand and the share of its fluorescent

materials in the international market.

In February 2006, the Group forged strategic alliance with General
Electric Company, one of the largest integrated business
corporations in the world. General
Electric has been a customer of the
Group for the past several years.
Pursuant to the terms of the
alliance, General Electric will
increase order for various rare earth
products from the Group to be used
by its different subsidiaries in the
manufacturing of products including
medical equipment, lighting
equipment and automobiles, etc. General Electric will also provide
technical support to the Group to help it extend the applications
and production scale of rare earth products. The Group will continue
to seek similar cooperation and strategic alliance opportunities in
its bid to enhance technological capability and reap synergistic
benefits.

On the technology front, the rare earth industrialized technology
for nano-grade rare earth oxide materials developed by the Group
passed the appraisal of the Jiangsu Science and Technology
Department in February 2006, earning high acclaims from experts.
This achievement represents a great leap made by the Group in
advancing rare earth product technology. The Group not only boasts
top-notch technology in producing rare earth products of high
purity, but also stands out in its ability to control the size of rare
earth products. This enables the Group to match the increasingly
stringent specifications of new products with rare earth materials
as components. Apart from helping to reduce production cost,
with enhanced technology, the Group will be able to provide
products that meet the requirement of quality conscious customers
and assure higher profit.

The Group expects the supply of rare earth resources to tighten
as the Chinese Government pushes ahead with its resources
protection policy. In that light, the Group will continue to look for

1
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opportunities to invest in rare earth mine resources with the aim
of securing stable supply of raw materials. At the same time, it will
also seek to maintain optimum relationship with its suppliers.
Moreover, the Group will continue to develop and produce more
high value-added products, which will allow it to expand market
coverage, diversify product offerings and speed up creation of a
vertical industrial chain.

Refractory materials business has been growing steadily and
contributing stable earnings to the Group. To boost the
competitiveness and leadership of its refractory material products,
the Group will continue to upgrade existing production facilities
and increase the proportion and quality of the middle to high end
refractory material products by bringing in advanced technology

from overseas.

The Group will continue to develop its high temperature ceramics
business. Second phase capacity expansion work of the Sialon
production line is ready to commence to meet the requirement of
the Group's growing operation. The Group also plans to begin
exporting high temperature ceramics to Russia in 2006 to tap the

overseas market.

The preliminary stage of installation of
production lines for highly densed zircon
and highly densed chrome bricks, which
are used mainly in glass fibre production
facilities, is completed. Fine-tuning of
the entire set of production facilities and
techniques is in the final stage and
production will commence soon. The
sales and marketing department is
actively promoting this product to
customers. The Group believes the new product line will emerge
as a new growth driver for its refractory materials business.

The acquisition of Suhai Magnesium in late 2005 was a major
strategic move in the Group's bid to establish a vertical industrial
chain. This move will enable the Group to secure supply of certain
raw materials and reduce costs. The sales of certain products of
Suhai Magnesium to other manufacturers will also present to the
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Group an additional income stream. The
Group recognizes the local advantages Suhai
Magnesium enjoys in Liaoning Province,
hence it intends to expand its production
facilities to broaden its product offerings and
maximize economies of scale. It will also
seek cooperation opportunities with other
refractory material suppliers to guarantee
stable raw material supply and better control cost.

The Group signed an equity transfer agreement on 23 December
2005 to acquire entire equity interest in Suhai Magnesium at a
total consideration of approximately HK$115,385,000. The
consideration was funded by internal resources of the Group. The
audited net assets value of Suhai Magnesium amounted to
approximately HK$52,210,000. Goodwill resulted from the merger
amounted to HK$63,175,000. The net profit of Suhai Magnesium
amounted to approximately HK$18,184,000 in 2005. As the
acquisition was completed at the end of the year, related revenue
was not shown in the consolidated accounts of the Group in
2005.

Suhai Magnesium is the Group's materials provider, supplying fused
magnesium grains, a major kind of raw material for the production
of refractory products. This acquisition presents clear synergistic
benefits to the Group’s operations, promising a secure supply of
fused magnesium grains and lower cost of sales for refractory
products. It brings to the Group marked operational synergies.

After the resignation of Mr Fan Yajun on 19 August 2005, the
Company promoted Ms Xu Panfeng and Mr Jiang Cainan as
executive directors, increasing the total number of executive
directors to four. Both Ms Xu and Mr Jiang have extensive
experience in the rare earth and refractory materials industries.
Their appointments will definitely improve the strength of the
Board and facilitate business development of the Group.
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The Group understands the importance in maintaining a highly
transparent operation, hence values communications with
institutional investors and analysts. It dispatches interim and annual
reports to shareholders, analysts and interested parties, detailing
information about the Group's operations. It maintains close contact
with the media. Press releases, announcements and public
information in relation to the Group's latest business development
and marketing plans are released in a timely manner. The Group
also meets with fund managers and analysts regularly to update
them on the Group's financial and other information. These
initiatives have helped to deepen public understanding of the
Group and its business and facilitate communication.

The Company conducted a fund raising activity in 2006. In March
to April 2006, the Company placed 197,390,000 new shares at
HK$1.38 per share. Upon the completion of the placing, the issued
share capital of the Group increased to 1,184,343,059 shares
and the public float increased from 39.59% to 49.66%. The net
proceeds from the placing amounted to approximately
HK$264,390,000. The Company intends to use the fund raised as
general working capital.

Subsequent to the settlement of consideration for the Suhai
Magnesium acquisition by cash, the Group had cash and bank
balances of approximately HK$153,442,000 as at 31 December
2005. There was no bank borrowings.

The Group had net current assets of approximately
HK$666,933,000 as at the end of the year. Total liabilities to total
assets ratio was 99%.

Most of the Group's assets, liabilities and transactions are
denominated either in Renminbi, US dollars or Hong Kong dollars.
As the exchange rate between US dollars and Hong Kong dollars
remained stable during the year and the appreciation of Renminbi
was moderate during the year, the Group was not exposed to
material foreign exchange risk.
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As at 31 December 2005, bank deposit valued at HK$327,000 in
the Group's assets was pledged as guarantee for the short term
trading facilities.

As at 31 December 2005, the Group had no material contingent
liability.

As at 31 December 2005, the Group had a workforce of
approximately 1,650 staff including young graduates and
experienced professionals. The Group has in place a comprehensive
staff remuneration and welfare system. During the year,
approximately HK$21,046,000 was incurred in staff costs including
directors’ emoluments. The Group implements a share option
scheme granting options as appropriate to outstanding staff to
encourage contribution to the Group. Recognizing that its people
is its most valuable asset, the Group will continue to seek and
train high calibre staff and provide them with on-the-job trainings
to enhance their competitiveness.

The Group owes its success to the hard work and dedication of its
staff over the years and the continuous trust and support from
shareholders, investors, customers, suppliers and business partners.
On behalf of the Board and the management, | would like to
extend my gratitude to all of them.

Jiang Quanlong
Chairman

Hong Kong, 20 April 2006
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Mr Jiang Quanlong, aged 53, is a founding member and the chairman
of the Group. Mr Jiang is responsible for the formulation of the Group's
overall business development policies. Mr Jiang is recognised as a
senior economist by Jiangsu Provincial Personnel Department. Mr Jiang
has over 20 years of experience in the rare earth and refractory
materials industry. Prior to the founding of the Group, Mr Jiang had
been a factory manager of a refractory materials production plant and
a sales manager of a glass and ceramics manufacturing company. Mr
Jiang is the husband of Ms Qian Yuanying, the deputy chairman of the
Group.

Ms Qian Yuanying, aged 46, is a founding member and the deputy
chairman of the Group. Ms Qian is also the chief executive officer of
the Group. Ms Qian is responsible for the overall management of the
Group and has particular responsibility for the marketing aspect of the
Group's business. Ms Qian is recognised as a senior economist by
Jiangsu Provincial Personnel Department, and she is also qualified as
a Chinese Career Manager. Ms Qian has over 15 years of experience
in the rare earth and refractory materials industries. Prior to the founding
of the Group, Ms Qian was a high school teacher. Ms Qian is the wife

of Mr Jiang Quanlong, the chairman of the Group.
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Ms Xu Panfeng, aged 41, joined the Group in 1987 and was
appointed as an executive director in August 2005. Ms Xu is
responsible for the sales of rare earth business. Ms Xu has extensive

experience in production and marketing of rare earth industry.

Mr Jiang Cainan, aged 47, joined the Group in 1986 and was
appointed as an executive director in August 2005. Mr Jiang is
also the general manager of Yixing Xinwei Refractory Materials
Company Limited. Mr Jiang is responsible for the operation of the
refractory materials business. Mr Jiang has over 20 years of

experience in refractory materials industry.

Mr Liu Yujiu, aged 72, joined the Group in 1999 as an independent
non-executive director of the Company. Mr Liu is the head of the
Rare-Earth Experts Group, Applications and Development Section
under the State Planning Commission. Mr Liu is also the executive
of China Rare Earth Science Society and deputy editor-in-chief of
China Rare Earth Journal. Mr Liu was appointed as chief engineer
of China Rare Earth Development Corporation for the period from
December 1992 to December 1997.

Mr Huang Chunhua, aged 41, joined the Group in 2001 as an
independent non-executive director of the Company. Mr Huang is
the deputy chairman of a listed company in Hong Kong and served
as chief financial officer of that company from 2000 to 2004. Mr
Huang is Ph.D of Marketing and MBA of University of Strathclyde.
Mr Huang was previously China analyst of HSBC Securities Asia
Ltd and a senior investment analyst of China Research of CLSA

Emerging Markets.

Mr Jin Zhong, aged 54, joined the Group in 2004 as an
independent non-executive director of the Company. Mr lJin
graduated from the Faculty of Material Engineering of Wuhan Steel
College, specializing in refractory studies. Mr Jin was previously
the deputy chief engineer of the head factory of Guiyang City

Refractory Materials Factory.
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Mr Law Lap Tak, aged 36, joined the Group in 1999. Mr Law is the
financial controller and company secretary of the Company. Mr Law
graduated in Hong Kong with a degree of bachelor of business
administration. Mr Law is a member of the Hong Kong Institute of
Certified Public Accountants and The Association of Chartered Certified
Accountants. Prior to joining the Group, Mr Law was with an

international accounting firm in Hong Kong for over 7 years.

Mr Lou Jixiang, aged 54, joined the Group in 2000. Mr Lou is the
deputy general manager of the Group. Mr Lou is responsible for the
research and development of rare earth and fluorescent materials
business. Prior to joining the Group, Mr Lou was the deputy general
manager of a renowned rare earth factory. Mr Lou has over 20 years

of experience in the rare earth and non-ferrous metals industries.

Mr Yu Zhengming, aged 70, joined the Group in 1999. Mr Yu is the
chief engineer and technical consultant of Yixing Xinwei Leeshing
Rare Earth Company Limited. Prior to joining the Group, Mr Yu was
the factory general manager and chief engineer of a renowned rare
earth factory. Mr Yu is an expert in rare earth and non-ferrous metals

industries.

Mr Xu Jianwen, aged 37, joined the Group in 1988. Mr Xu is the
general manager of Yixing Xinwei Leeshing Rare Earth Company
Limited and is responsible for the operation of rare earth business.
Mr Xu has over 10 years of experience in production management of

rare earth industry.

Mr Wu Chaoxin, aged 29, joined the Group in 1997. Mr Wu is the
general manager of Wuxi Xinwei Fluorescent Materials Company
Limited and is responsible for the operation of the fluorescent
materials business. Mr Wu has years of experience in sales and
administrative management of rare earth and fluorescent materials

industries.
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Mr Wang Jianping, aged 44, joined the Group in 2004. Mr Wang
is the general manager of Wuxi Xinwei High Temperature Ceramics
Company Limited and is responsible for the operation of the high
temperature ceramics business. Mr Wang has over 10 years of

experience in administrative management and sales aspects.

Mr Jiang Jieping, aged 49, joined the Group in 2005. Mr Jiang is
the general manager of Haicheng City Suhai Magnesium Ore
Company Limited and is responsible for the operation of
magnesium grains business. Mr Jiang has extensive experience in

production management and financial management.

Mr Zhao Jianwen, aged 39, joined the Group in 1987. Mr Zhao is
the head of technology department of the Yixing Xinwei Leeshing
Rare Earth Company Limited. Mr Zhao has over 10 years of

experience in rare earth industry.

Mr Chen Liangping, aged 58, joined the Group in 1995. Mr Chen
is the deputy general manager of Yixing Xinwei Leeshing Refractory
Materials Company Limited. Mr Chen has years of experience in

refractory materials industry.

Mr Reijiro Kuwahara, aged 63, joined the Group in 2001. He is
the chief engineer of Yixing Xinwei Leeshing Refractory Materials
Company Limited. Prior to joining the Group, he was the technical
supervisor of Overseas Division of a famous international company
in Japan and has extensive experience in production and

administration of refractory materials.
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The Company is committed to the establishment of good corporate
governance practices and procedures. In August 2005, the
Company adopted its own code of corporate governance based
on the principles and code provisions as set out in the Code on
Corporate Governance Practices (the "CG Code”) contained in
Appendix 14 of the Rules Governing the Listing of Securities on
The Stock Exchange of Hong Kong Limited (the “Listing Rules”)
and established a remuneration committee. During the year ended
31 December 2005, the Company has complied with the code
provisions set out in Appendix 14 of the Listing Rules, save for the
code provisions on internal controls, which are to be implemented
for accounting periods commencing on or after 1 July 2005
pursuant to the CG Code and save as disclosed below.

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 confirms that all directors have
complied with the required standards as stated in the code
throughout the year ended 31 December 2005.

The Company is governed by a Board of directors which is
responsible for directing and supervising its affairs and oversight
of the Group's businesses, strategic decision and performance.
Execution of the Board's decisions and daily operations are
delegated to the management. After the resignation of Mr Fan
Yajun and appointment of Ms Xu Panfeng and Mr Jiang Cainan as
executive directors of the Company in August 2005, the Board
now comprises four executive directors and three independent
non-executive directors as follows:

Executive directors: Mr Jiang Quanlong (Chairman), Ms Qian
Yuanying (Deputy Chairman and Chief Executive Officer), Ms Xu
Panfeng and Mr Jiang Cainan.

Independent non-executive directors: Mr Liu Yujiu, Mr Huang
Chunhua and Mr Jin Zhong.
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The Board held six meetings during the year. Details of the
attendance are as follows:

Directors Attendance
Jiang Quanlong 6/6
Qian Yuanying 6/6
Xu Panfeng 3/6
Jiang Cainan 4/6
Fan Yajun 2/6
Liu Yujiu 5/6
Huang Chunhua 5/6
Jin Zhong 5/6

Each newly appointed director receives comprehensive, formal
and tailored induction on the first occasion of his/her appointment,
so as to ensure that he/she has appropriate understanding of the
business and operations of the Company and that he/she is fully
aware of his/her responsibilities and obligations under the Listing
Rules and relevant regulatory requirements.

There are also arrangements in place for providing continuing
briefing and professional development to directors whenever
necessary.

Notices of regular Board meetings are served to all directors at
least 14 days before the meetings. For other Board and committee
meetings, reasonable notice is generally given.

Board papers together with all appropriate, complete and reliable
information are sent to all directors at least 3 days before each
Board meeting or committee meeting to keep the directors apprised
of the latest developments and financial position of the Company
and to enable them to make informed decisions. The Board and
each director also have separate and independent access to the
senior management whenever necessary.

The Company Secretary is responsible to take and keep minutes
of all Board meetings and committee meetings. Draft minutes are
normally circulated to directors for comment within a reasonable
time after each meeting and the final version is open for directors’
inspection.

According to current Board practice, any material transaction, which
involves a conflict of interests for a substantial shareholder or a
director, will be considered and dealt with by the Board at a duly
convened Board meeting.
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Although Mr Jiang Quanlong, the Chairman of the Board, is the
husband of Ms Qian Yuanying, the Chief Executive Officer, their
roles and responsibilities are separated. The Chairman is responsible
for the formulation of the Group's overall business development
policies while the Chief Executive Officer is responsible for the
overall management of the Group's business.

The independent non-executive directors of the Company are highly
skilled professionals with expertise and experience in the field of
financial management and businesses related to the Group. They
advise the Company on strategy development and enable the
Board to maintain high standards of compliance of financial and
other mandatory reporting requirements and provide adequate
checks and balances to safeguard the interests of shareholders
and the Company as a whole. In August 2005, the Company has
renewed the appointment with each of the independent non-
executive directors for a term of two years. The Company has
received written confirmations from all independent non-executive
directors concerning their independence. The Board considers that
all of them are independent.

The audit committee comprises all independent non-executive
directors of the Company, namely, Mr Liu Yujiu, Mr Huang Chunhua
and Mr Jin Zhong. The committee is chaired by Mr Liu Yujiu. The
audit committee has held regular meetings during the year and it
has reviewed the accounting principles and practices adopted by
the Company and discussed auditing, internal control and financial
reporting matters, including the review of the interim and annual
results of the Company for the year.

The terms of reference of the audit committee, which are in
compliance with the CG Code are available from the Company
Secretary upon request from any shareholders of the Company.

During the year, there were two audit committee meetings.
Attendance of the directors were as follow:

Director Attendance
Liu Yujiu 2/2
Huang Chunhua 2/2
Jin Zhong 2/2
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The remuneration committee was established in August 2005.
The chairman of the committee is Mr Jiang Quanlong and other
members are the independent non-executive directors, namely,
Mr Liu Yujiu, Mr Huang Chunhua and Mr Jin Zhong.

The principal function of the remuneration committee is to make
recommendations to the Board of directors on the Company’s
policy and structure for the remuneration of directors and senior
management, and to review their specific remuneration package.

The terms of reference of the remuneration committee, which are
in compliance with the CG Code are available from the Company
Secretary upon request from any shareholders of the Company.

No meeting was held by the committee in 2005 to review the
remuneration packages of directors, which are nominal by market
standards, as the Company did not see a need to review them
during 2005. The remuneration committee will meet in 2006 to
determine the emolument policy and long-term incentive schemes
as well as the basis of determining the emoluments payable to
the directors and the senior management.

The Company does not have a nomination committee at present.
According to the Articles of Association of the Company, the Board
of directors has the power to appoint any person as a director
either to fill a causal vacancy or as an addition to the Board. The
nomination should be taken into consideration of the nominee’s
qualifications, ability and potential contributions to the Company.

Under code provision A.4.2 of the CG Code, every director should
be subject to retirement by rotation at least once every three
years. The existing Articles of Association of the Company provide
that no director holding office as Chairman or Deputy Chairman
shall be subject to retirement by rotation. Accordingly, as at the
date of this report, Mr Jiang Quanlong and Ms Qian Yuanying,
being the Chairman and Deputy Chairman of the Company,
respectively, are not subject to retirement by rotation. In order to
avoid any non-compliance with code provision A.4.2 of the CG
Code, amendment will be proposed at the forthcoming annual
general meeting to specify that every director should be subject to
retirement by rotation at least every three years.

23



® ¥ T & ;R F CORPORATE GOVERNANCE REPORT

24

FR - RKRAGIZEAIREZ AT BZRE
(BREFBHERN) 1 28< A1,360,000%8
T oo B IR T W E AR -

EEEE PN S T NS b O =
MBHRZEXERREREZHMBERENES
ZEME - NREMBRRE - EFAERRM
BEEEHBR - UBBRRDEFSELLEER
8l o

EFECHARARSARERNTIZHEE R
RUBAEYE -BEFECRREEABER
R E ARG R4 - ERERE EARRIE
Fo AR AEBABESNRGZHE -

REERRBEFRG LEERRZEM 2T
Bt TR ERMARBEZEKFMEHE
EBH - At EXkRH (FE) SFtES
PIERDRIKIL © [ H B & B TRHEAR R F
ZEE - MEXKTM (FE) SstMEHEMAE
RAFMAEFTSRIER  WEAMBBREZR -
EXeNERZERURATERRAKE %
EEZEEARRIERRE Bl - FXF
M (EFE) EtMEBMARAAEZRERR
DAEZEED - AARKNEERRBFAE L
BERERER  UEFZEEAFN (F
) BERMEBMERRARARAZEE
o

During the year, the remuneration in respect of statutory audit
services (including interim review) provided by the auditors of the
Company was HK$1,360,000. There was no other non-audit service
provided by the auditors.

It is the directors’ responsibility for the preparation of financial
statements which give a true and fair view of the state of affairs of
the Group and the results and cash flows for each financial period.
In preparing the financial statements, the directors have to ensure
that appropriate accounting policies are adopted. The financial
statements are prepared on a going concern basis.

The Board has overall responsibility for maintaining an adequate
system of internal controls of the Group and for reviewing its
effectiveness. The Board has delegated to the management the
implementation and evaluation of the system of internal controls.
The management is currently in the process of developing
procedures for the review of the effectiveness of the Group’s

system of internal control.

Messrs. Ho and Ho & Company, the auditors re-appointed at the
last annual general meeting, joined ShineWing Certified Public
Accountants in China during the year. As a result, ShineWing (HK)
CPA Limited was established. Messrs. Ho and Ho & Company
resigned as the auditors of the Company and ShineWing (HK)
CPA Limited tendered a proposal to the Board to fill the causal
vacancy. Both the Board and the audit committee are of the view
that it should benefit the Company as a whole to engage the
same team of auditors and so ShineWing (HK) CPA Limited was
appointed. A resolution to reappoint ShineWing (HK) CPA Limited
as auditors of the Company will be proposed at the forthcoming
annual general meeting.
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The rights of shareholders and the procedures for demanding a
poll on resolutions at shareholders’ meetings are contained in the
Company's Articles of Association. Details of such rights and
procedures are included in all circulars to shareholders convening
shareholders’ meetings and will be explained during the
proceedings of meetings. Whenever voting by way of a poll is
required, the detailed procedures for conducting a poll will be
explained.

Poll results will be published in newspapers on the business day
following the shareholders’ meeting and posted on the websites
of the Company and of the Stock Exchange.

The general meetings of the Company provide an opportunity for
communication between the shareholders and the Board. The
Chairman of the Board as well as chairmen of the remuneration
committee and audit committee, or in their absence, their duly
appointed delegates are available to answer questions at the
shareholders’ meetings.

Separate resolutions are proposed at shareholders’ meetings on
each substantial issue, including the election of individual directors.

The Company continues to enhance communications and
relationships with its investors. Designated senior management
maintain regular dialogue with institutional investors and analysts
to keep them abreast of the Company’s developments. Enquiries
from investors are dealt with in an informative and timely manner.

To promote effective communication, the Company also maintains
a website at www.creh.com.hk, where extensive information and
updates on the Company'’s business developments and operations,
financial information and other information are posted.

25



T E T I{R & DIRECTORS REPORT

26

EEeREMAZWMPERLERBR DA
(TARRA]) REMWBAR ( [A&EE] )
BE_ZTRET_A=+—HIEFENER
LB ERER -

ARENMEIBEXBRAREER - AEENTE
EBRMLIERRMWAMBERZEERH

(==
=

MBRANEIBRXBHN G M BHRERME
30

ARENBEMNFRANGEMBRERME
7 o

REERBE-_ZZRF+_A=+—HIHF
EHEXEARAFRELIENGEBEE
A e

FARBEMREKETHRE - EESREZ
REBZE_ZZRFT_A=T+—HBILFEH
REBRBFRABW TR -_ZZRFERNATEH
BEIBRRAMHMRR -

ARBA YR EESERDEEEREK R
WA RZBEERE+-_A=+—0H ' AQF
AR IRGERENFEEA 755,170,000 7T °

AEERBRE_ZZRF+-_A=+—A01B
EREMBEENEERBHRNAFRE 104
ED

AEERFANYE  BERRBARERZT
RONEHFBENG A BERRME I8

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:

BEUEF4

Nature of interest/Capacity

fed s,
REATZER

Interest of spouse/
Interest of controlled

corporation

EREZARIA

Founder of a trust

Beneficial owner

Note:

KB EE

Number of

shares

593,400,000

(Kta)
593,400,000
(note)

593,400,000
(Kat)
593,400,000
(note)
2,868,000
2,868,000

EARARE BT
BRAEABED

% to the

issued share capital

of the Company

60.12%

60.12%

0.29%

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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Director

¥ oREE

Jiang Quanlong

ffat

EEMEF4

Nature of interest/

Capacity

EmfEAA

Beneficial owner

EmfEAA

Beneficial owner

(@)

(b)

BRI REE

Number and

class of issued shares

R RERTER D
7,000,0004%
7,000,000 non-voting
deferred shares

R RERTER D
3,000,0004%
3,000,000 non-voting

deferred shares

Xinwei Rare Earth Group (Hong Kong) Limited

HZRACEBITRAF
ZBROBRNE DL

% in the class of shares

in the issued share capital

of the Company

70%

30%

Yixing Xinwei Leeshing Rare Earth Company Limited

REMHE 56

Nature of interest/Capacity

RERRZER

Interest of controlled corporation

RERRDEBEEFHERR
RAREA - ZPRELEHRER

BE St 4 B 90 % -

D

10%EHAETIHE - BELD
REERIEEREA -

Note:

REEZBED L
% equity interest

5%

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

EEITROBE

Number of

issued shares

Tk 18R

1 ordinary share

18 52 117 25,000
25,000 preference
shares
@R 1R

1 ordinary share

12 5 Bz 9 25,000 %
25,000 preference

shares

Note:

EZAREBITRAF
ZROBERNE D

% in the class of shares
in the issued share capital
of the Company

100%

100%

100%

100%

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.

RAER - I 8B B AT 8 3 At 8RR
o TERKK

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

REzZEREZTEHE-_ZTE=F—A=
T+EtBE_T—=ZF—A-+, 8 HELz
BAE Z 5000 AR —EEMFE—A=-++tH

RITTEE ©

B EBERSN - FAA R B REME QAR
SEEMERARARRZEAESRITRER
HEBRBHIAD T N\RNTFLEBALTDARK
EREMEARRZENRESFMESHEZ
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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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To the shareholders of

China Rare Earth Holdings Limited
FEBEIEZEREBRAA

(Incorporated in the Cayman Islands with limited liability)

We have audited the consolidated financial statements of China
Rare Earth Holdings Limited (“the Company”) and its subsidiaries
(“the Group”) on pages 40 to 103 which have been prepared in
accordance with accounting principles generally accepted in Hong

Kong.

The directors are responsible for the preparation of consolidated
financial statements which give a true and fair view. In preparing
consolidated financial statements which give a true and fair view
it is fundamental that appropriate accounting policies are selected

and applied consistently.

It is our responsibility to form an independent opinion, based on
our audit, on those consolidated financial statements and to report
our opinion solely to you, as a body, and for no other purpose.
We do not assume responsibility towards or accept liability to any

other person for the content of this report.
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We conducted our audit in accordance with Hong Kong Standards
on Auditing issued by the Hong Kong Institute of Certified Public
Accountants. An audit includes examination, on a test basis, of
evidence relevant to the amounts and disclosures in the
consolidated financial statements. It also includes an assessment
of the significant estimates and judgments made by the directors
in the preparation of the consolidated financial statements, and of
whether the accounting policies are appropriate to the
circumstances of the Group, consistently applied and adequately

disclosed.

We planned and performed our audit so as to obtain all the
information and explanations which we considered necessary in
order to provide us with sufficient evidence to give reasonable
assurance as to whether the consolidated financial statements are
free from material misstatement. In forming our opinion we also
evaluated the overall adequacy of the presentation of information
in the consolidated financial statements. We believe that our audit

provides a reasonable basis for our opinion.

In our opinion the consolidated financial statements give a true
and fair view of the state of affairs of the Group as at 31 December
2005 and of its profit and cash flows of the Group for the year
then ended and have been properly prepared in accordance with
the disclosure requirements of the Hong Kong Companies

Ordinance.

ShineWing (HK) CPA Limited
Certified Public Accountants

Chan Wing Kit

Practising Certificate Number: P03224

Hong Kong, 20 April 2006
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5 B H F® CONSOLIDATED INCOME STATEMENT
HE-_ZTAF+-A=1T—HILFE Year ended 31 December 2005
—ZEZRF —TTME
2005 2004
Bt 5 THET THEIT
NOTES HK$'000 HK$'000
(E#Fkia)
(restated)
HERE Turnover (8) 769,370 665,320
& KR Cost of sales (565,407) (484,667)
E7 Gross profit 203,963 180,653
FE WA Interest income 1,804 2,049
HERDIHER Selling and distribution expenses (21,698) (19,329)
EEER Administrative expenses (14,906) (24,312)
H b g A F 5B Other income, net 2,504 2,339
B 7 P AN Finance costs 9) 1) 2,117)
B 354 A g A Profit before taxation (10) 171,646 139,283
1A Taxation (13) (40,021) (17,973)
AN s Profit for the year 131,625 121,310
JE {3 A Attributable to:
RABRR Equity holders of the Company 130,207 119,658
LR RER Minority interests 1,418 1,652
131,625 121,310
(@S Dividends (14) 47374 19,739
FREF Earnings per share (15)
— &K - Basic 13.2 centsfll 12.3 centsfll

— %8 — Diluted N/AT 3 12.3 centsfll
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RZZEZRF+=-HA=+—H As at 31 December 2005

EnBEE
Gk
ME - BERZEUR
EEIR
TEfH & - fF A
B

mEEE

FE

T W B R e L At B UK R
BNRE Rk

KRB EE
B E LR
%A

B

RERRTER

nE AR

JE 5 BR 5K

IR E M N H A 5K
FEE £ 30R

FE A BB X R 5RIR

JE A BEIR

Non-current assets
Goodwill
Property, plant and equipment
and construction-in-progress
Prepaid lease payments on

land use rights

Current assets

Inventories

Accounts and other receivables

Prepayments, deposits and other
current assets

Prepaid lease payments on
land use rights

Pledged deposit

Cash and bank balances

Current liabilities
Accounts payable
Accruals and other payables
Amounts due to directors
Amount due to a related company

Tax payable

Net current assets

B =t
NOTES

(16)

(18)

(19)

(20)
@n

(19)
(22)

(23)

(27¢)
(27a)
(13)

#x CONSOLIDATED BALANCE SHEET

—ZThF
2005
FHET
HK$'000

199,715

570,046

12,021

781,782

228,391

338,801

91,150

398

327

153,115

812,182

56,249

44,115

11,850

1,220

31,815

145,249

666,933

1,448,715

—ZTTME
2004
THET
HK$'000
(&)
(restated)
136,540
549,766
10,037
696,343
225,237
203,556
73,435
347

1,418
227,000
730,993
55,882
25,937
10,067
8,713
7,061
107,660

623,333

1,319,676
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ARABREIEEE

HNEAOE103EMNEAMBHREIN TR
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& &

Capital and reserves

Share capital

Reserves

Equity attributable to equity holders

of the Company

Minority interests

Total equity

FOA-tREEESEHAERREAM - L

TIEEREREE

BRE
EF

ANNUAL REPORT 2005 4 %R

7z CONSOLIDATED BALANCE SHEET

#4+=F=+—H As at 31 December 2005

—TThF
2005
FHET
HK$'000

98,695
1,331,132

1,429,827
18,888

1,448,715

—TTME
2004
FET
HK$'000
(EF&at)
(restated)

98,695
1,203,511

1,302,206
17,470

1,319,676

The consolidated financial statements on pages 40 to 103 were

approved and authorised for issue by the Board of Directors on
20 April 2006 and are signed on its behalf by:

Jiang Quanlong

Director

Qian Yuanying

Director
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HE_ZTTAF+-_A=+—HIEFE Year ended 31 December 2005

RZZEME-A—-A

- R

- SHERNENYE
(Fi2)

o ELE
AERRTRN

REETER

KEERT

it

-EHBRUENYE
(Hiz2)

-EBHRL
L Liyyd 1]

REBE (Wi14)

At 1 January 2004

- as originally stated

- effect of changes in
accounting policy
(note 2)

- as restated
Issue of shares during
the year
Share issue expenses
Profit for the year
- as originally stated
- effect of changes in
accounting policy
(note 2)
- as restated
Appropriations to
statutory reserves
Dividends set aside
(note 14)
Final dividends paid
for 2003

At 31 December 2004

R

Share capital
TERL
HK$'000

81445

81,445

17250

98,695

R EE
(Ht)
Share
premium
(note)
TEL
HK$'000

412,485

412,485

189,750
(1313)

600,922

BARfE

Capital
reserve
TEL
HK$'000

32,837

32,837

32,837

ARARRESER
Attributable to equity holders of the Company

EERE

Statutory
reserves

TAL
HK$'000

46,574

46,574

10,400

56,974

BERS

RERE ftfe
Exchange

Dividend translation
reserve  reserve
Tdr  Fir
HK$'000  HK$'000
19739 3,597
19,739 3,597
19,739 =
(19,739) -
19,739 3,597

RN

Accu-

Qe

mulated
profits
TR
HK$'000

Total
Thn
HK$'000

400,182 996,859

259 (259)

399,923 996,600

- 207000
- (131)

119,424 119,424

234
119,658

234
119,658

(10,400) -

(19,739) -

- (19739)

489,442 1,302,206

B i CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

SRR

Bs 8%
Minority
interests
TEL
HK$'000

Total
Thn
HK$'000

996,859

15818 15559

15818 1,012,418

- 207,000
- (1313)

119,424

1,652
1,652

1,886
121310

- (19,739)

17470 1,319,676
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e fE B® % B X CONSOLIDATED STATEMENT OF CHANGES IN EQUITY
HE_ZTTAF+-_A=+—HIEFE Year ended 31 December 2005

ARARRERER
Attributable to equity holders of the Company
RaE HES & SERR
R (i) ERRE EERE RERE fifs Ziad 27 B BR
Share Exchange  Accu-
premium  Capital Statutory Dividend translation ~ mulated Minority

Share capital ~ (note)  reserve reserves  reserve  reseve  profits Total interests Total
Thr Thr TErx TEx TEx Thx TEx  TEr  TErn  TiEn
HK$'000  HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000

R-ZZEE At 31 December 2004

+=A=+-H 98,695 600922 32837 56974 19739 3597 489,442 1,302,206 17470 1,319,676
EHRRYENTE  Effect of changes in

(ffit2) accounting policy

(note 2) - - (10489) - - - 10489 - - -

RZFZRE-A—H At 1 January 2005

BEHFRL as restated 98,695 600922 22348 56974 19739 3597 499931 1302,206 17470 1319676
ERBERERL Exchange difference
EXER directly recognised
in equity = = = = - 17153 - 17153 - 17153
REREF Profit for the year - - - - - - 130207 130207 1418 131625
AFERAZHALE Total recognised income
for the year - - - - - 17155 130207 147360 1418 148778
BHEERE Appropriations to
statutory reserves - - - 13975 - - (13975 - - -
e (Hit4) Dividends set aside
(note 14) - - - - 473 - (47374) - - -
ENZZZRE Final dividends paid
AR E for 2004 - - - - (19739) - - (19739) - (19739)
RZZZnE At 31 December 2005
+-A=t-H 98695 600922 22348 70949 47374 20,750 568,789 1429827 18888 1448715
Kt $ETFE% HERAE(—ANNFEE Note: Under the Companies Law (1998 Revision) of the Cayman
) B EBRAMSIR T AR THX Islands, the share premium account is distributable to the
RMEEEEESLKREZE AR shareholders of the Company provided that immediately
HAREEEBBEREMNE 'J,HHE’ME following the date on which the dividend is proposed to be
% o distributed, the Company will be in a position to pay off its

debts as they fall due in the ordinary course of business.
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HE_ZTTAF+-_A=+—HIEFE Year ended 31 December 2005

KEED
bR %% Al i A
FAEEFA -
B 75 B AR
LB A
ME - BB KR E
ZHE
BREWE BE IR
bl - VAC &)
BEABEELMER
18 3K IE 5N
B 3
7 E R
F o] R 52 AR B A

oo S
§:§WMﬂ
= &F

& W5k
12
BENFIE e REM
mEEE () R
JFE M 8 B 2 B R IR R
FERTBRFR ORl ) /45
HREALBRERENTE
12 B 758 B EL A B < SRIE
JE N & FE IR AN

JE A<t B Bk X B] R 3B RL
BN REREMR

REBHRENREFR

Operating activities
Profit before taxation
Adjustments for:
Finance costs
Interest income
Depreciation on property,
plant and equipment
Loss/(gain) on disposal of property,
plant and equipment
Amortisation of prepaid lease
payments of land use rights
Amortisation of goodwill
Allowance for inventories
Written back of allowance for
bad and doubtful debts

Operating cash flows before movements
in working capital
Decrease/(increase) in inventories

Increase in accounts and other receivables

(Increase)/decrease in prepayments,
deposits and other current assets
Decrease in amount due from a related company
(Decrease)/increase in accounts payable
Increase in accruals and other payables,
including PRC VAT payable
Increase in amounts due to directors
Decrease in amount due to a related company

Enterprise Income Tax paid

Net cash generated from operating activities

2 3k CONSOLIDATED CASH FLOW STATEMENT

—ZThF
2005
FHET
HK$'000

171,646

21
(1,804)

60,985

20

351

231,219
818

(108,609)

(15,589)

(1,226)

5,289
1,783

(7,493)

(26,542)

79,650

—ZEEMF

2004
THET
HK$'000
(E#Fxia)
(restated)

139,283

2,117
(2,049)

50,175
(96)
335

6,558
(477)

196,030

(19,139)

(35,439)
418

46
11,403
537
1,631
(2,673)

(16,364)

136,450
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HE_ZTTAF+-_A=+—HIEFE Year ended 31 December 2005

BREZH
BEME  BERS
URFEREIRZL W
BEWE  BEKER
AREZETZHTEMNK
Rige (&m md
BREWME  BEREE
ARERTRRAER
BEBETRLD, (LG m)
B U Fil 2
WHEHB AR (L) e
®3R e 588 (f328)

REFHEANREFRE

BMEEE
8 $R 17 8 5K
B IBITIE K
ENERS
BENFE
BITRAX

RETHEANREFR

RERFAEEHEER
B FER

FORERREEEEE

IBEXSH &

FRRERBEEEEE
BEEDMN
RERRTER

Investing activities
Purchase of property, plant and equipment and
expenditure on construction-in-progress
(Increase)/decrease in prepayments and deposits
paid for purchase of property, plant and
equipment and construction-in-progress
Proceeds from disposal of property, plant and
equipment and construction-in-progress
Decrease/(increase) in pledged deposit
Interest received
Net cash (outflow)/inflow from acquisition
of subsidiaries (Note 28)

Net cash used in investing activities

Financing activities
Newly raised bank loan
Repayment of bank loan
Dividends paid
Interest paid
Share issue expenses

Net cash used in financing activities

Net decrease in cash and cash equivalents

Cash and cash equivalents at beginning
of the year

Effect of changes in exchange rate

Analysis of the balances of cash and

cash equivalents at end of the year
Cash and bank balances

ANNUAL REPORT 2005 % %R

—ETREF
2005
FHET

HK$'000

(28,748)

(304)

1,091
1,804

(114,957)

(141,114)

(19,739)
2N

(19,760)

(81,224)

227,000

7,339

153,115

—TEMF
2004
THET
HK$'000
(&)
(restated)

(126,063)

28,484
170
(1,418)
2,049
3,405
(93,373)
47,170
(94,340)
(19,739)
(2,117)
(1,313)

(70,339)

(27,262)

254,262

227,000
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e B IR R M 5F NOTESTO THE CONSOLIDATED FINANCIAL STATEMENTS
HE_ZTTAF+-_A=+—HIEFE Year ended 31 December 2005

ARRARHASBHEEMARL S —HER
CHERBEELRR  EROHNEBEKS
RGMARAR ([BZH]) EH - AR
AEMMPEREMU R T EEEMHRA
FRAFER —EPHE -

REAMBBERABTIR  BLRA
ARRAREMBAR ([AEE]) 25t E
g% -

AEBUEUERHERLES (RER
HER) RRAER (BERLEEES
nEY) -

RAFE AEEERRABZEAETE
SHMASHEMcBEEMBREE
Al EREAEARRE (ETXRHEA
[FEBMBRSEL]) - ZFEER
R-ZEZRF-—A—BRURHERZE
AR - KA B EMBRE LN ER
RABER BREEREXR KER
EREBRUNRGEEREHR 257
ERMRE  LESEB O BRRER
ZENDEBMSBE  RE2NTEL
HECEPER -  UTIHRERAHE
AUBHREEANHAGHFERNES
AERZEERAILEINTE

The Company is incorporated in the Cayman lIslands as an
exempted company with limited liability and its shares are
listed on The Stock Exchange of Hong Kong Limited (the
“Stock Exchange”). The addresses of the registered office
and principal place of business of the Company are disclosed

in the corporate information section to the annual report.

The consolidated financial statements are presented in Hong
Kong dollars, being the measurement currency of the

Company and its subsidiaries (“the Group”).

The Group is engaged in the manufacture and sales of rare
earth products (including fluorescent products) and refractory
products (including high temperature ceramics products and

magnesium grains).

In the current year, the Group has applied, for the first time,
a number of new Hong Kong Financial Reporting Standards
("HKFRSs"), Hong Kong Accounting Standards (“HKASs") and
Interpretations (hereinafter collectively referred to as “new
HKFRSs") issued by the Hong Kong Institute of Certified Public
Accountants (the "HKICPA") that are effective for accounting
periods beginning on or after 1 January 2005. The application
of the new HKFRSs has resulted in a change in the
presentation of the consolidated income statement,
consolidated balance sheet, consolidated cash flow statement
and consolidated statement of changes in equity. In particular,
the presentation of minority interests has been changed. The
changes in presentation have been applied retrospectively.
The adoption of the new HKFRSs has resulted in changes to
the Group's accounting policies in the following areas that
have an effect on how the Group's results for the current

and/or prior accounting years are prepared and presented:



7

ANNUAL REPORT 2005 4 %R

& B % ) &k M & NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

RAFE AEECEABTEMB®RE
EAFIR[EBAH] - ZERERRG
FAVARA—TTRF-—A—BRHE
ReEBAH  BETEVHEREER
FIRHAKE T EZEHANT ¢

I

s
RAEFER - KEHNBRARELNEE
WEACRIRE BT A ERFHEH -
ARECRAEAMERELERE IR
BHBRGX B-FFRF—A—H
RRIIEHERE  FHEBESRLESE
BAFEAHBERE  —ETRF—H—
ARRKRBRELNBELNSERR
BARRBIHERE(WMA)GE - &
RREASHBRED  AFEILEMR
EAHEEE N _TEOFNLEE
FUEBY (HUBEERMES -

7 55 (BB 15 UG R 2 A R 6 B A EE
BERIARBERNFFEL LK
EeZEE (B BEEE])
RBEBEWMBRESEAEIR - AEEH
MK ERRMAIHRBIEE - BE R
REBERAT FREMERE L WEREAD
ZE([WEFZE])  RETRENEE
BIEF R M sk BB R 1R - MU &
B RZZEZ—F—A—BUTKEM
EENEREBEREAR A5ERE
ERM RS R E 358 BE K
X AEER-_ZEERF-—A—HTH
BRUEEELRAREEAKRSE &£
10,489,000 T2 B E < 25t A
RN (H B2 R KT E3) o

HE_ZTTAF+-_A=+—HIEFE Year ended 31 December 2005

In the current year, the Group has applied HKFRS 3 “Business
Combinations” which is effective for business combinations
for which the agreement date is on or after 1 January 2005.
The principal effects of the application of HKFRS 3 to the

Group are summarised below:

Goodwill

In previous years, goodwill arising on acquisition of a
subsidiary was capitalised and amortised over its estimated
useful life. The Group has applied the relevant transitional
provisions in HKFRS 3 from 1 January 2005, and has
discontinued amortising such goodwill from 1 January 2005
onwards and goodwill will be tested for impairment at least
annually. Goodwill arising on acquisitions after 1 January 2005
is measured at cost less accumulated impairment losses (if
any) after initial recognition. As a result of this change in
accounting policy, no amortisation of goodwill has been
charged in the current year. Comparative figures for 2004

have not been restated (see note 3 for the financial impact).

Excess of the Group’s interest in the net fair value of
acquiree’s identifiable assets, liabilities and contingent
liabilities over cost (previously known as “negative goodwill”)
In accordance with HKFRS 3, any excess of the Group's
interest in the net fair value of acquiree’s identifiable assets,
liabilities and contingent liabilities over the cost of acquisition
(“discount on acquisition”) is recognised immediately in the
profit or loss in the year in which the acquisition takes place.
In previous years, negative goodwill arising on acquisitions
prior to 1 January 2001 was held in reserves. In accordance
with the relevant transitional provisions in HKFRS 3, the Group
has derecognised all negative goodwill on 1 January 2005 of
HK$10,489,000 which was previously recorded in reserves,
with a corresponding increase to accumulated profits (see

note 3 for the financial impact).
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e B IR R M 5F NOTESTO THE CONSOLIDATED FINANCIAL STATEMENTS
HE_ZTTAF+-_A=+—HIEFE Year ended 31 December 2005

RARESEE  XTEREELHEET
AFAME - BB RRE  XRAKAR
Xt E - RAFE  AEEERAFTE
SR EME1TREE] - REFEESS
HRFE TS EESEME - HEL
WEREBFZIHEZFHROOREE -
fifi 1 & IR %Tﬁmﬁimﬁ§$%
eREL R ALt BEEREE

“@EﬁﬁﬂfimﬁﬁF* R
MERBRTVIRKASIE - TR EEHR
PERZHEE - LT RRESHCHE
PR R_ZFZOFNLBEFEE
E (BB ERMES) o

RAFE  AEECEAEBGER
FRREBMTE  BERZIIRER
B EAEIGRIERMITA - ARG
E%J c BB G ERFEI2RRTEEEYE

cR-ZETRF—H - HHAEHR
Ziﬁ%%iﬂZ%;%ﬁﬁ%%w
%o —RAAFFREPEERER - BUH
BRALFTESHEEXEE - RABE
BT EAFED2RRFEIORMER TR
FEMRALT

CREERCHEGBZDBRIHE

AEBEEHRBER G EEIRATEE
ERzeREERSREBGEHRE 2D E
Litg RABBEERAEIORZEA
2 38 % 1 18T

In previous years, owner-occupied leasehold land and
buildings were included in property, plant and equipment
and measured using the cost model. In the current year, the
Group has applied HKAS 17 “Leases”. Under HKAS 17, the
land and buildings elements of a lease of land and buildings
are considered separately for the purposes of lease
classification. To the extent that the allocation of the lease
payments between the land and buildings elements can be
made reliably, the leasehold interests in land are reclassified
to prepaid lease payments under operating leases, which are
carried at cost and amortised over the lease term on a straight-
line basis. This change in accounting policy has been applied
retrospectively. Comparative figures for 2004 have been

restated (see note 3 for the financial impact).

In the current year, the Group has applied HKAS 32 “Financial
Instruments: Disclosure and Presentation” and HKAS 39
“Financial Instruments: Recognition and Measurement”. HKAS
32 requires retrospective application. HKAS 39, which is
effective for annual periods beginning on or after 1 January
2005, generally does not permit the recognition, derecognition
or measurement of financial assets and liabilities on a
retrospective basis. The principal effects resulting from the
implementation of HKAS 32 and HKAS 39 are summarised

below:

Classification and measurement of financial assets and
financial liabilities
The Group has applied the relevant transitional provisions in
HKAS 39 with respect to the classification and measurement
of financial assets and financial liabilities that are within the
scope of HKAS 39.
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BREBRREAZSUIIZ 2HEERE
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M-ZTRAF-H—HE TXEERE
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HE_ZTTAF+-_A=+—HIEFE Year ended 31 December 2005

Financial assets and financial liabilities other than debt and
equity securities

From 1st January 2005 onwards, the Group classifies and
measures its financial assets and financial liabilities other
than debt and equity securities (which were previously outside
the scope of the Statement of Standard Accounting Practice
24 (“SSAP 24™)) in accordance with the requirements of
HKAS 39. As mentioned above, financial assets under HKAS
39 are classified as “financial assets at fair value through
profit or loss”, "available-for-sale financial assets”, “loans and
receivables” or “held-to-maturity financial assets”. Financial
liabilities are generally classified as “financial liabilities at fair
value through profit or loss” or “financial liabilities other than
financial liabilities at fair value through profit or loss (other
financial liabilities)". The Group's financial liabilities comprise
other financial liabilities which are carried at amortised cost

using the effective interest method after initial recognition.

Derecognition

HKAS 39 provides more rigorous criteria for the derecognition
of financial assets than the criteria applied in previous years.
Under HKAS 39, a financial asset is derecognised, when and
only when, either the contractual rights to the asset’s cash
flows expire, or the asset is transferred and the transfer
qualifies for derecognition in accordance with HKAS 39. The
decision as to whether a transfer qualifies for derecognition
is made by applying a combination of risks and rewards and
control tests. The Group has applied the relevant transitional
provisions and applied the revised accounting policy
prospectively in relation to transfer of financial assets from 1
January 2005 onwards. This change has had no material

effect on the results for the current year.
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In the current year, the Group has applied HKFRS 2 “Share-
based payments” which requires an expense to be recognised
where the Group buys goods or obtains services in exchange
for shares or rights over shares (“equity-settled transactions”),
or in exchange for other assets equivalent in value to a given
number of shares or rights over shares (“cash-settled
transactions”). The principal impact of HKFRS 2 on the Group
is in relation to the expensing of the fair value of share
options granted to directors and employees of the Group,
determined at the date of grant of the share options, over
the vesting period. The Group has applied HKFRS 2 to share
options granted on or after 1 January 2005. In relation to
share options granted by the Group after 7 November 2002,
all of the options were vested before 1 January 2005 and

therefore no comparative figures have been restated .
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The effect of the changes in the accounting policies described

in note 2 above on the results for the current and prior years

are as follows:

Decrease in depreciation on
property, plant and equipment

Increase in amortisation of prepaid
lease payments on land use rights

Decrease in amortisation of goodwill

Increase in profit for the year

—2TEA =
2005 2004

FHE T FHET
HK$'000 HK$'000
588 551

(351) (335)

7175 19
7,412 235

Analysis of increase in profit for the year by line items

presented according to their function:

Depreciation and amortisation
Goodwill

Increase in profit for the year

—ETTRF —ZEMF
2005 2004
FET FHET

HK$'000 HK$'000
237 216
7175 19
7,412 235
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RZZEZEMNFF+—_A=+—HAK=ZZEZE The cumulative effects of the application of the new HKFRSs
L -—RA-—RZBERBREARBHE on the balance sheet as at 31 December 2004 and 1 January
BHMBREENNRFZEHRFZOT 2005 are summarised as follows:
R=ZZ0F R=ZZMNF
TR TR RZZELE
=t-H =t-H -B-H
(R 50) HE HE  (EFRD HE  (EFRD
As at As at As at
31 December 31 December 1 January
2004 2004 2005
(originally stated) ~ Adjustment  Adjustment (restated)  Adjustment (restated)
THL THL THL TAL THL THL
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
= F=H EEMBHE
EUE1S  EABITH ERI% 35
HKAS 1 HKAS 17 HKFRS 3
BE Goodwill 136,918 = (378) 136,540 = 136,540
n% - BERR Property, plant and
NRERIR equipment and
construction-in-progress 559,798 = (10,032) 549,766 = 549,766
BEAMHELHFEREFIE  Prepaid lease payments
on land use rights - - 10,384 10,384 - 10,384
At EEFR Other assets, net 622,986 - - 622,986 - 622,986
BEFE Net assets 1,319,702 - (26) 1319676 - 1319676
A Share capital 98,695 - - 98,695 - 98,695
2 Accumulated profits 489,467 - (25) 489,442 10,489 499,931
EAGE Capital reserve 32,837 - - 32,837 (10,489) 22,348
Bt Other reserves 681,232 - - 681,232 - 681,232
DEREER Minority interests - 17471 0 17470 - 17470
ERes Total equity 1,302,231 17471 (26) 1,319,676 - 1319676
DEREER Minority interests 17471 (17471) = = = =

1,319,702 = (26) 1,319,676 = 1,319,676
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R-ZZEZMFE-A-—AAKERERF The financial effects of the application of the new HKFRSs to
BAEN M BLENT the Group's equity as at 1 January 2004 are summarised
below:

&gt BESE
RERS  ERAIZE1%E ERIE175H Ef ki
As originally
stated HKAS 1 HKAS 17  As restated
FHET FET FHET THT
HK$'000 HK$'000 HK$'000 HK$'000

[N Share capital 81,445 = = 81,445
B 17 B Share premium 412,485 = = 412,485
H o 18 Other reserves 102,747 — = 102,747
DB Minority interests - 15,820 ) 15,818
Sl Accumulated profits 400,182 - (259) 399,923

BaER Total equity 996,859 15,820 (261) 1,012,418
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AEEVERERAUTERGER =
TS+ A=+ —BHARERZH
ZH - REBRETER - ARAEERE
i RAREHENARES T H K
SEZHEENBHREEREATE -

BEAGFEAE 1R (BFTAR)

HKAS 1 (Amendment)

BB G ERE 195 (BFTA)

HKAS 19 (Amendment)

BEAGFEAE 215 (BFTAR)

HKAS 21 (Amendment)

R g ERFE 395 (BT X)

HKAS 39 (Amendment)

BB G ERFE 395 (BFTR)

HKAS 39 (Amendment)

BB EAEI9% K
BHEIBRELRE AT (BFTAR)

HKAS 39 & HKFRS 4 (Amendments)

&V B 5 S AE I 5 657

HKFRS 6
BRMBREEAETH
HKFRS 7

B (IFRIC) — 2B FE 457
HK(IFRIC)-Int 4
BB (FRIO) — R EFE 55
HK(IFRIC)-Int 5

E#(FRIO)— R EF6%
HK(IFRIC)-Int 6

EH(FRIO)—REBE7H
HK(IFRIC)-Int 7

' RZIETLF R HAREARNRZ
FREHBMER -

2 RIEERF-A-BHHEERRZ
FREHMEY -

S R-EERAFT-_A-HIERRS
ZEEHRREX -

fORZIEERF=ZA-BRHERGZ
FREHBM AR -

The Group has not early applied the following new standards,
interpretations and amendments that have been issued but
are not yet effective as at 31 December 2005. The directors
of the Company anticipate that the application of these new
standards or interpretations will have no material impact on

the consolidated financial statements of the Group.

BEARWE!

Capital Disclosures’

BERE  SEERIRE?

Actuarial Gains and Losses, Group Plans and Disclosures?
BINEBIRE F 2

Net Investment in a Foreign Operation?
BFASEANBRScREREN PR ERIEIES

Cash Flow Hedge Accounting of Forecast Intragroup Transactions?
gz A TEE?

The Fair Value Option?

B ERE L2

Financial Guarantee Contracts?

BYERZ B KA Ah2

Exploration for and Evaluation of Mineral Resources?

SRIA RE

Financial Instruments: Disclosures!

EXRREeEEg?

Determining whether an Arrangement Contains a Lease?

REEE ERERECEESHEL R ZHEM?

Rights to Interests Arising from Decommissing, Restoration and
Environmental Rehabilitation Funds?

PEBEMEMELEZABE-BENREFREZER:

Liabilities arising from Participating in a Specific Market — Waste Electrical
and Electronic Equipment?

REEBSTENE2R [BRUEBRERREED M BRE] RASME

Applying the Restatement Approach under HKAS 29 “Financial Reporting in
Hyperinflationary Economies"*

i Effective for annual periods beginning on or after 1 January
2007.

2 Effective for annual periods beginning on or after 1 January
2006.

E Effective for annual periods beginning on or after 1
December 2005.

& Effective for annual periods beginning on or after 1 March
2006.
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REAURDAEPIRE ZERRKE

rEAMBHRREBEARALANBA
AP ®E

AEEBAKHENBRARNESE R
FERRAENBLEMRARREEERE
AHALE(ER) Mt ARRBRER
A o

MEFRE  AEESHMBERRZHMK
BERELARE  FHETRREREE
Hp B ARIMRAERE B -

MBEEEARS - &8 WARBXH
RiFE KRB R -

GAMBAREBEEFRAZLBRRM
HeEEBAEEREZERD
R PBBRRNEEFRELBRZEREZ
SRAaNREBEHBHMZBERLH
BOREIEZ A Gt BHIA R 2 IR AEE -
BRRDEBCRE BEIEE L NS A A
B D BBRBENBE S RANEE
MESFER DR - EOBBRANRN
BEERANEMEREMREERERI

HE_ZTTAF+-_A=+—HIEFE Year ended 31 December 2005

The consolidated financial statements have been prepared
on the historical cost basis, except for certain buildings of
the Group, which are measured at revalued amounts, as

explained in the accounting policies set out below.

The consolidated financial statements have been prepared in
accordance with HKFRSs issued by the HKICPA. In addition,
the consolidated financial statements included applicable
disclosures required by the Rules Governing the Listing of
Securities on the Stock Exchange and by the Hong Kong

Companies Ordinance.

The consolidated financial statements incorporate the financial

statements of the Company and its subsidiaries.

The results of subsidiaries acquired or disposed of during the
year are included in the consolidated income statement from
the effective date of acquisition or up to the effective date of

disposal, as appropriate.

Where necessary, adjustments are made to the financial
statements of subsidiaries to bring their accounting policies

into line with those used by other members of the Group.

All intra-group transactions, balances, income and expenses

are eliminated on consolidation.

Minority interests in the net assets of consolidated subsidiaries
are presented separately from the Group's equity therein.
Minority interests in the net assets consist of the amount of
those interests at the date of the original business combination
and the minority’s share of changes in equity since the date
of the combination. Losses applicable to the minority in excess
of the minority's interest in the subsidiary’s equity are allocated
against the interests of the Group except to the extent that
the minority has a binding obligation and is able to make an

additional investment to cover the losses.
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Goodwill arising on an acquisition of a subsidiary for which
the agreement date is before 1 January 2005 represents the
excess of the cost of acquisition over the Group's interest in
the fair value of the identifiable assets and liabilities of the
relevant subsidiary at the date of acquisition.

For previously capitalised goodwill, the Group has discontinued
amortisation from 1 January 2005 onwards, and such goodwill
is tested for impairment annually, and whenever there is an
indication that the cash generating unit to which the goodwill
relates may be impaired.

Goodwill arising on an acquisition of a subsidiary for which
the agreement date is on or after 1 January 2005 represents
the excess of the cost of acquisition over the Group’s interest
in the fair value of the identifiable assets, liabilities and
contingent liabilities of the relevant subsidiary at the date of
acquisition. Such goodwill is carried at cost less any
accumulated impairment losses.

Capitalised goodwill arising on an acquisition of a subsidiary
is presented separately in the balance sheet.

For the purposes of impairment testing, goodwill arising from
an acquisition is allocated to each of the relevant cash-
generating units, or groups of cash-generating units, that are
expected to benefit from the synergies of the acquisition. A
cash-generating unit to which goodwill has been allocated is
tested for impairment annually, and whenever there is an
indication that the unit may be impaired. For goodwill arising
on an acquisition in a financial year, the cash-generating unit
to which goodwill has been allocated is tested for impairment
before the end of that financial year. When the recoverable
amount of the cash-generating unit is less than the carrying
amount of the unit, the impairment loss is allocated to reduce
the carrying amount of any goodwill allocated to the unit
first, and then to the other assets of the unit pro rata on the
basis of the carrying amount of each asset in the unit. Any
impairment loss for goodwill is recognised directly in the
income statement. Impairment loss for goodwill is not reversed
in subsequent years.

On subsequent disposal of a subsidiary, the attributable
amount of goodwill capitalised is included in the determination
of the amount of profit or loss on disposal.
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Property, plant and equipment are stated at cost or fair value

less accumulated depreciation and impairment losses.

Certain buildings are stated in the balance sheet at their
revalued amount, being the fair value at the date of revaluation
less any subsequent accumulated depreciation and
impairment losses. Revaluations are performed with sufficient
regularity such that the carrying amount does not differ
materially from that which would be determined using fair

values at the balance sheet date.

Any revaluation increase arising on revaluation of buildings is
credited to the revaluation reserve, except to the extent that
it reverses a revaluation decrease of the same asset previously
recognised as an expense, in which case the increase is
credited to the income statement to the extent of the decrease
previously charged. A decrease in net carrying amount arising
on revaluation of an asset is dealt with as an expense to the
extent that it exceeds the balance, if any, on the revaluation
reserve relating to a previous revaluation of that asset. On
the subsequent sale or retirement of a revalued asset, the
attributable revaluation surplus is transferred to accumulated

profits.

Depreciation is provided to write off the cost or fair value of
items of property, plant and equipment, over their estimated
useful lives and after taking into account of their estimated

residual values, using the straight-line method.

An item of property, plant and equipment is derecognised
upon disposal or when no future economic benefits are
expected to arise from the continued use of the asset. Any
gain or loss arising on derecognition of the asset (calculated
as the difference between the net disposal proceeds and the
carrying amount of the item) is included in the income

statement in the year in which the item is derecognised.
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HE_ZTTAF+-_A=+—HIEFE Year ended 31 December 2005

Land use rights are stated at cost less accumulated

amortisation and impairment losses.

Construction-in-progress represents plant and properties under
construction and is stated at cost less accumulated impairment
losses. This includes cost of construction, plant and equipment
and other direct costs. Upon completion of construction, the
relevant costs are transferred to appropriate categories of
property, plant and equipment when they are ready for their
intended use. No depreciation is provided on construction-

in-progress until the asset is completed and put into use.

At each balance sheet date, the Group reviews the carrying
amounts of its assets to determine whether there is any
indication that those assets have suffered impairment loss. If
the recoverable amount of an asset is estimated to be less
than its carrying amount, the carrying amount of the asset is
reduced to its recoverable amount. Impairment loss is
recognised as expense immediately, unless the relevant asset
is carried at a revalued amount under another standard, in
which case the impairment loss is treated as a revaluation

decrease under that standard.

Where impairment loss subsequently reverses, the carrying
amount of the asset is increased to the revised estimate of
its recoverable amount, such that the increased carrying
amount does not exceed the carrying amount that would
have been determined had no impairment loss been
recognised for the asset in prior years. A reversal of
impairment loss is recognised as income immediately, unless
the relevant asset is carried at a revalued amount under
another standard, in which case the reversal of the impairment
loss is treated as a revaluation increase under that other

standard.
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Inventories are stated at the lower of cost and net realisable

value. Cost is calculated using the weighted average method.

Provisions are recognised when the Group has a present
obligation as a result of a past event, and it is probable that
the Group will be required to settle that obligation. Provisions
are measured at the directors’ best estimate of the
expenditure required to settle the obligation at the balance
sheet date, and are discounted to present value where the

effect is material.

Financial assets and financial liabilities are recognised on the
balance sheet when a group entity becomes a party to the
contractual provisions of the instruments. Financial assets
and financial liabilities are initially measured at fair value.
Transaction costs that are directly attributable to the acquisition
or issue of financial assets and financial liabilities (other than
financial assets and financial liabilities at fair value through
profit or loss) are added to or deducted from the fair value
of the financial assets or financial liabilities, as appropriate,
on initial recognition. Transaction costs directly attributable to
the acquisition of financial assets or financial liabilities at fair
value through profit or loss are recognised immediately in

profit or loss.
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The Group’s financial assets are classified into one of the
four categories, including financial assets at fair value through
profit or loss, loans and receivables, held-to-maturity
investments and available-for-sale financial assets. All regular
way purchases or sales of financial assets are recognised and
derecognised on a trade date basis. Regular way purchases
or sales are purchases or sales of financial assets that require
delivery of assets within the time frame established by
regulation or convention in the marketplace. The accounting
policies adopted in respect of loans and receivables are set

out below.

Loans and receivables

Loans and receivables are non-derivative financial assets with
fixed or determinable payments that are not quoted in an
active market. At each balance sheet date subsequent to
initial recognition, loans and receivables (including accounts
and other receivables, prepayments, deposits and other
current assets) are carried at amortised cost using the effective
interest method, less any identified impairment losses.
Impairment loss is recognised in profit or loss when there is
objective evidence that the asset is impaired, and is measured
as the difference between the asset's carrying amount and
the present value of the estimated future cash flows
discounted at the original effective interest rate. Impairment
losses are reversed in subsequent periods when an increase
in the asset's recoverable amount can be related objectively
to an event occurring after the impairment was recognised,
subject to a restriction that the carrying amount of the asset
at the date the impairment is reversed does not exceed what
the amortised cost would have been had the impairment not

been recognised.
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Financial liabilities and equity instruments issued by a group
entity are classified according to the substance of the
contractual arrangements entered into and the definitions of
a financial liability and an equity instrument. An equity
instrument is any contract that evidences a residual interest
in the assets of the Group after deducting all of its liabilities.
The Group's financial liabilities are generally classified into
financial liabilities at fair value through profit or loss and
other financial liabilities. The accounting policies adopted in
respect of financial liabilities and equity instruments are set

out below.

Financial liabilities at fair value through profit or loss

Financial liabilities at fair value through profit or loss has two
subcategories, including financial liabilities held for trading
and those designated at fair value through profit or loss on
initial recognition. At each balance sheet date subsequent to
initial recognition, financial liabilities at fair value through profit
or loss are measured at fair value, with changes in fair value
recognised directly in profit or loss in the period in which

they arise.

Other financial liabilities

Other financial liabilities including accounts payable, accruals
and other payables and amount due to a related company
are subsequently measured at amortised cost, using the

effective interest rate method.

Equity instruments
Equity instruments issued by the Company are recorded at

the proceeds received, net of direct issue costs.
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Financial assets are derecognised when the rights to receive
cash flows from the assets expire or, the financial assets are
transferred and the Group has transferred substantially all
the risks and rewards of ownership of the financial assets.
On derecognition of a financial asset, the difference between
the asset's carrying amount and the sum of the consideration
received and the cumulative gain or loss that had been

recognised directly in equity is recognised in profit or loss.

For financial liabilities, they are removed from the Group's
consolidated balance sheet (i.e. when the obligation specified
in the relevant contract is discharged, cancelled or expires).
The difference between the carrying amount of the financial
liability derecognised and the consideration received or

receivable is recognised in profit or loss.

Rental payables under operating leases are charged to the
profit or loss on a straight-line basis over the term of the
relevant lease. Benefits received and receivable as an incentive
to enter into an operating lease are recognised as a reduction

of rental expense over the lease term on a straight-line basis.

Sales of goods
Sales of goods are recognised when goods are delivered and

title has passed to the customers.

Interest income

Interest income from a financial asset is accrued on a time
basis by reference to the principal outstanding and at the
interest rate applicable, which is the rate that exactly discounts
the estimated future cash receipts through the expected life

of the financial asset to that asset's net carrying amount.
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HE_ZTTAF+-_A=+—HIEFE Year ended 31 December 2005

Income tax expense represents the sum of the tax currently

payable and deferred tax.

The tax currently payable is based on taxable profit for the
year. Taxable profit differs from net profit as reported in the
income statement because it excludes items of income or
expense that are taxable or deductible in other years and it
further excludes income statement items that are never

taxable or deductible.

Deferred tax is recognised on differences between the carrying
amounts of assets and liabilities in the financial statements
and the corresponding tax bases used in the computation of
taxable profit, and is accounted for using the balance sheet
liability method. Deferred tax liabilities are generally recognised
for all taxable temporary differences, and deferred tax assets
are recognised to the extent that it is probable that taxable
profits will be available against which deductible temporary
differences can be utilised. Such assets and liabilities are not
recognised if the temporary difference arises from goodwill
(or negative goodwill) or from the initial recognition (other
than in a business combination) of other assets and liabilities
in a transaction that affects neither the taxable profit nor the

accounting profit.

Deferred tax liabilities are recognised for taxable temporary
differences arising on investments in subsidiaries, except
where the Group is able to control the reversal of the
temporary difference and it is probable that the temporary

difference will not reverse in the foreseeable future.
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The carrying amount of deferred tax assets is reviewed at
each balance sheet date and reduced to the extent that it is
no longer probable that sufficient taxable profits will be

available to allow all or part of the asset to be recovered.

Deferred tax is calculated at the tax rates that are expected
to apply in the year when the liability is settled or the asset
is realised. Deferred tax is charged or credited to the income
statement, except when it relates to items charged or credited
directly to equity, in which case the deferred tax is also dealt

with in equity.

In accordance with the relevant tax laws enacted in the
People’s Republic of China (the "PRC"), all the companies of
the Group established in the PRC are subject to value-added
tax ("VAT"). This principal indirect tax is levied on the sales of
goods and provision of certain specified services (known as
“Output VAT"). Output VAT is recovered from customers with
sales proceeds and is calculated at 17% or 13% of the
selling price. The net VAT payable of the Group represents
Output VAT minus the VAT paid on purchases of goods and

certain specified services (known as “Input VAT").

Expenditure on research activities is recognised as expense

in the year in which it is incurred.

An internally-generated intangible asset arising from
development expenditure is recognised only if it is anticipated
that the development costs incurred on a clearly-defined
project will be recovered through future commercial activity.
The resultant asset is amortised on a straight-line basis over
its useful life, and carried at cost less subsequent accumulated

amortisation and impairment losses.
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Where no internally-generated intangible asset can be
recognised, development expenditure is recognised as

expense in the year in which it is incurred.

Intangible assets with finite useful lives are tested for
impairment when there is an indication that an asset may be
impaired (see the above accounting policy in respect of

impairment losses other than goodwill).

Gains or losses arising from derecognition of an intangible
asset are measured at the difference between the net disposal
proceeds and the carrying amount of the asset and are
recognised in the income statement when the asset is

derecognised.

Payments to the state-sponsored retirement benefit plan and
the Mandatory Provident Fund Scheme (“MPF") are charged

as expenses when they fall due.

In preparing the financial statements of each individual group
entity, transactions in currencies other than the functional
currency of that entity (foreign currencies) are recorded in its
functional currency (i.e. the currency of the primary economic
environment in which the entity operates) at the rates of
exchanges prevailing on the dates of the transactions. At
each balance sheet date, monetary items denominated in
foreign currencies are retranslated at the rates prevailing on
the balance sheet date. Non-monetary items carried at fair
value that are denominated in foreign currencies are
retranslated at the rates prevailing on the date when the fair
value was determined. Non-monetary items that are measured
in terms of historical cost in a foreign currency are not

retranslated.
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HE_ZTTAF+-_A=+—HIEFE Year ended 31 December 2005

Exchange differences arising on the settlement of monetary
items, and on the translation of monetary items, are
recognised in profit or loss in the year in which they arise,
except for exchange differences arising on a monetary item
that forms part of the Group’s net investment in a foreign
operation, in which case, such exchange differences are
recognised in equity in the consolidated financial statements.
Exchange differences arising on the retranslation of non-
monetary items carried at fair value are included in profit or
loss for the year except for differences arising on the
retranslation of non-monetary items in respect of which gains
and losses are recognised directly in equity, in which cases,

the exchange differences are also recognised directly in equity.

For the purposes of presenting the consolidated financial
statements, the assets and liabilities of the Group's foreign
operations are translated into the presentation currency of
the Company (i.e. Hong Kong dollars) at the rate of exchange
prevailing at the balance sheet date, and their income and
expenses are translated at the average exchange rates for
the year, unless exchange rates fluctuate significantly during
the period, in which case, the exchange rates prevailing at
the dates of transactions are used. Exchange differences
arising, if any, are recognised as a separate component of
equity (the exchange translation reserve). Such exchange
differences are recognised in profit or loss in the year in

which the foreign operation is disposed of.

Goodwill and fair value adjustments on identifiable assets
acquired arising on an acquisition of a foreign operation on
or after 1 January 2005 are treated as assets and liabilities
of that foreign operation and translated at the rate of exchange
prevailing at the balance sheet date. Exchange differences

arising are recognised in the exchange translation reserve.
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In the process of applying the Group's accounting policies
which are described in note 4 above, management has made
the following judgments that have significant effect on the
amounts recognised in the consolidated financial statements.
The key assumptions concerning the future, and other key
sources of estimation uncertainty at the balance sheet date,
that have a significant risk of causing a material adjustment
to the carrying amounts of assets and liabilities within the

next financial year, are also discussed below.

The Group's net book value of property, plant and equipment
as at 31 December 2005 was approximately
HK$544,168,000. The Group depreciates the property, plant
and equipment on a straight-line basis over the estimated
useful lives of five to twenty years, and after taking into
account of their estimated residual value, using the straight-
line method, at the rate of 5% — 20% per annum,
commencing from the date the property, plant and equipment
when they are available for use. The estimated useful lives
that the Group places the property, plant and equipment into
productive use reflects the directors’ estimate of the periods
that the Group intend to derive future economic benefits

from the use of the Group’s property, plant and equipment.

The policy for allowance of bad and doubtful debts of the
Group is based on the evaluation of collectability and aging
analysis of accounts and on management’s judgment. A
considerable amount of judgment is required in assessing
the ultimate realisation of these receivables, including the
current creditworthiness and the past collection history of
each customer. If the financial conditions of customers of
the Group were to deteriorate, resulting in impairment of
their ability to make payments, additional allowances may be

required.
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HE_ZTTAF+-_A=+—HIEFE Year ended 31 December 2005

The management of the Group reviews an aging analysis at
each balance sheet date, and makes allowance for obsolete
and slow-moving inventory items identified that are no longer
suitable for use in production. The management estimates
the net realisable value for such finished goods based primarily
on the latest invoice prices and current market conditions.
The Group carries out an inventory review on a product- by-
product basis at each balance sheet date and makes allowance

for obsolete items.

The impairment loss for property, plant and equipment are
recognised for the amounts by which the carrying amounts
exceeds its recoverable amount, in accordance with the
Group's accounting policy. The recoverable amounts have
been determined based on fair value less costs to sell, which
is based on the best information available to reflect the
amount that obtainable at each of the balance sheet date,
from the disposal of the asset in an arm'’s length transaction
between knowledgeable, willing parties, after deducting the

costs to disposal.

Determining whether goodwill is impaired requires an
estimation of the value in use of the cash-generating units to
which goodwill has been allocated. The value in use
calculation requires the Group to estimate the future cash
flows expected to arise from the cash-generating unit and a

suitable discount rate in order to calculate the present value.
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The Group's major financial instruments include accounts and
other receivables prepayments, deposits and other current
assets, accounts payable, accruals and other payables and
amount due to a related company. Details of these financial
instruments are disclosed in respective notes. The risks
associated with these financial instruments and the policies
on how to mitigate these risks are set out below. The
management manages and monitors these exposures to
ensure appropriate measures are implemented on a timely

and effective manner.

The Group mainly operates in PRC with most of the
transactions settled in Renminbi (“RMB"). It did not have
significant exposure to foreign exchange risk. Nevertheless,
the exchange rate of RMB to foreign currencies is subject to
the rules and regulations of foreign exchange control

promulgation by the PRC government.

The Group is exposed to interest rate risk through the impact

of the rate changes on bank balances.
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The Group’s maximum exposure to credit risk in the event of
the counterparties failure to perform their obligations as at
31 December 2005 in relation to each class of recognised
financial assets is the carrying amount of those assets as
stated in the consolidated balance sheet. In order to minimise
the credit risk, the management of the Group has delegated
a team responsible for determination of credit limits, credit
approvals and other monitoring procedures to ensure that
follow-up action is taken to recover overdue debts. In addition,
the Group reviews regularly the recoverable amount of each
individual trade receivables at each balance sheet date to
ensure that adequate impairment losses are made for
irrecoverable amounts. In this regard, the directors of the
Company consider that the Group's credit risk is significantly

reduced.

The Group has no significant concentration of credit risk,
with exposure spread over a number of counterparties and

customers.

Segment information is presented in respect of the Group's
business and geographical segments. Business segment
information is chosen as the primary reporting format because

this is more relevant to the Group's internal financial reporting.

The Group operates the following two main business

segments:

Rare Earth : The manufacture and sales of rare earth

products (including fluorescent products)

Refractory : The manufacture and sales of refractory
products (including high temperature
ceramics products and magnesium

grains)
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For the year ended 31 December
Turnover

RESULTS
Segment results

Unallocated corporate expenses
Interest income

Other income, net

Finance costs

Profit before taxation
Taxation

Profit for the year

OTHER INFORMATION

Capital expenditure incurred
during the year

Depreciation on property,
plant and equipment

Amortisation of prepaid lease
payments on land use rights

Allowance for inventories

Loss/(gain) on disposal of
property, plant and equipment

Written back of allowance for
bad and doubtful debts

it
Rare Earth

“FTHE —ZTTQEF
2005 2004
TR TEL
HK$'000 HK$'000
(B¥Ki)

(restated)

345,243 300,984
53,095 46,551
3,210 71,183
34,185 25,314
35 35
20 (99)
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Refractory
“ETRE ZZEINE
2005 2004
TR TiET
HK$'000 HK$'000
(E#Ei)
(restated)

424127 364,336

121,903 104,985

25,538 54,737

26,717 24,770

- 184
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By

Total
ZTT2RF CZTIQNAF
2005 2004
TET TET
HK$'000 HK$'000
(BFxit)
(restated)

769,370 665,320

174,998 151,536

(7639)  (14524)

1,804 2,049
2,504 2339
Q1) @,117)

171,646 139,283
(0021) (17973

131,625 121,310
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As at 31 December

Segment assets
Unallocated corporate assets

Total assets

Segment liabilities

Unallocated corporate
liabilities

Total liabilities

AEEMEKIEAEFTE AKX

BUM K = B 1T
EHEONMWT :

G
ZE
B
%@
Rt

o I D KB

The PRC
Japan

Europe

i

Rare Earth
“2ThE ZTTQEE
2005 2004
T THT
HK$'000 HK$'000
(BHFL)
(restated)
699,511 651,285
45774 54,622

& NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

it X B
Refractory Total
“Z2RF ZTTMF -TTRE C—TTMF
2005 2004 2005 2004
THERL TRRL TRRL T
HK$'000 HK$'000 HK$'000 HK$'000
(EF&it) (EF%i)
(restated) (restated)
756,463 638,982 1,455,974 1,290,267
137,990 137,069
1,593,964 1,427336
91,639 48,788 137413 103,410
7836 4,250
145,249 107,660

The Group's activities are conducted predominantly in

the PRC, Japan, Europe and the United States of America.

An analysis of turnover by geographical segment is as

follows:

The United States of America

Others

AEEBBANZINTHNREE

AR E -

—_ZETRF
2005
FHET
HK$'000

593,733
102,567
49,601
13,161
10,308

769,370

TTEOF
2004
TET
HK$'000

501,470
90,091
60,456

8,901
4,402

665,320

Over 90% of segment assets of the Group are located in the

PRC.
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BIERBEEXAER) HE Sales of rare earth products
(including fluorescent products)

HAEm (BESRMEER)EE  Sales of refractory products
(including high temperature

ceramics products)

FEXH : Interest expenses on:
—EHERE — discounted bills
—RITIER — bank loan

—TThF
2005
FHET
HK$'000

345,243

424,127

769,370

—_ETNRF
2005
FHET
HK$'000

21

—EENE
2004
FHET
HK$'000

300,984

364,336

665,320

—ZETNE
2004
FET
HK$'000

267
1,850

2,117
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BREAEFIB R, (GHA) T3 &E Profit before taxation has been arrived at after charging/

(crediting):
—ETRF —ZEME
2005 2004
THT FHET
HK$'000 HK$'000
(B &)
(restated)
% B R B & Auditors’ remuneration 1,360 1,200
FERE(TBEEIHA Cost of inventories (excluding
ME - BERRELITE - staff costs, depreciation on
EREE LR RFIAEE property, plant and equipment,
FEBBEARFEMHE) amortisation of prepaid lease
payments on land use rights,
allowance for inventories and
written off of inventories) 490,588 421,238
M- BERREITE Depreciation on property, plant
and equipment 60,985 50,175
AT AE &+ s P R I 8 Amortisation of prepaid lease
payments on land use rights 351 335
RSk ] Amortisation of goodwill - 6,558
BEIRA(TREEEMHE Staff costs (excluding directors’
(Kiax11)) emoluments (Note 11))
—HeRkIE — Salaries and wages 17,677 16,226
— & BIRKAE A 4L — Contribution to employment
(KtaE12) retirement benefits (Note 12) 1,016 1,072
EH (W) /EiEFaE Exchange (gain)/loss, net (6,563) 66
FEEE Allowance for inventories - 184
BiEME s KEHETH Operating lease charges on
rented premises 1,615 2,344
BREWX  KBERRXHE Loss/(gain) on disposal of property,
B8, (Wa) plant and equipment 20 (96)
B RS R B Written back of allowance for
bad and doubtful debts - (477)
MrRFHEL L Research and development
expenditure 361 415
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(a)

(b)

BBEEERAMEOIE 161{ER £
RANFEMRBENESTH € W
T~

(a) Details of directors’ emoluments pursuant to Section

161 of the Hong Kong Companies Ordinance and the

provisions of the Listing Rules are as follows:

—ZTTREF —TETMEF
2005 2004
FHET FHET
HK$'000 HK$'000

FRNTES Non-executive directors
—He - fees 123 101

HWITES Executive directors

— e KOER — salaries and allowance 2,230 2,240
2,353 2,341

ENEEMNFN\Z(ZETEE
ANMODEZEZMEOT

B REE Jiang Quanlong
= v Qian Yuanying
B E Fan Yajun
ArRRJE Xu Panfeng
B Jiang Cainan
ZlRN Liu Yujiu
BEE Huang Chunhua
eE Jin Zhong

Total for 2005

(b) The emoluments paid or payable to each of the eight

(2004: six) directors were as follows:

BEXREHSE R

EEHE REWER B & 24 %8
Basic salaries,
allowance and Total

Directors’ fees benefits-in kind emoluments

THET FHET FHET
HK$'000 HK$'000 HK$'000
- 1,200 1,200

= 780 780

- 174 174

= 38 38

-~ 38 38

34 = 34

60 = 60

29 = 29
123 2,230 2,353
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BEXREE 2

EZHE REYEF B < 2 %8
Basic salaries,
allowance and Total

Directors’ fees

benefits-in kind

emoluments

FHET FHET FHET

HK$'000 HK$'000 HK$'000

HREE Jiang Quanlong = 1,200 1,200
T 3 Qian Yuanying - 780 780
BEE Fan Yajun - 260 260
2R N Liu Yujiu 34 - 34
BRE Huang Chunhua 60 - 60
®E Jin Zhong 7 - 7
—ETFEEE Total for 2004 101 2,240 2,341
BE_ZZERFR-_ZZTNF+= No director waived any emoluments in the years ended

A=+—RHLt&E BEESEHE 31 December 2005 and 2004.
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HE_ZTTAF+-_A=+—HIEFE Year ended 31 December 2005

hIfisSHEALEBR=U (=TT
mE: =) EF REOMEF
BFEHEREX - WENI RS
RESMA (ZBBWE - W) A
THMEMT :

(c) During the year, five highest paid individuals in the
Group, three (2004: three) are directors of the Company
whose emoluments are set out above. Their total
emoluments together with the remaining two (2004:

two) highest paid individuals are as follows:

—ZTTREF —TEMEF

2005 2004

FHBT FHBT

HK$'000 HK$'000

FehEMmMe Salaries and other emoluments 3,061 3,098

BREZNEEEANAURSH
ATHBEN FRTIIHE :

The emoluments of the five highest paid individuals
including directors and employees fall within the

following ranges:

—ZETETRF —ZEMF

2005 2004

= — 1,000,000/ 7T Nil — HK$1,000,000 4 4
1,000,001 7t — 1,500,000/ 7t HK$1,000,001 — HK$1,500,000 1 1

RBEFEAR  AEBL &R AN
REHAL (BREERER) XM
ERME - ERSEEMARR I
AR SR BB R SR S B B 0 o

No emoluments were paid to the five highest individuals
including directors and employees as inducement to
join or upon joining the Group or as compensation for

loss of office in both years.
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R EABRAREOKRE - ARA
MFBENBAREAE2EBEERNEE
BRAGTEERYR  #RBRAEERFH
17%— 20% (= EE M E : 17%—
20%) ° & BiRIK BH AT R REE
BRFEGESIN - FENBARRE
FHRFON BASZINERRAKE B
BRAEREMNEKEREHN BEZTT
AFE+-—A=+—HLFE ' RIKsTE
HRELA971,0008 L (ZSFTWMEF -
1,029,000/ 7T.) °

REEET -—EEELENDRIBEZT
TTF+-_A—HBE2HERES - %
HEATHEMERRAREIE c ZAAE
AZEEEH5%MZTEHR - BEZ
TZTAF+-A=+—HILEFEE  &&
B msafE S H K 445,0008 L (ZEE W
F : 43,0008 ) - wIEEWEEEARE
BRNEESHRKEE  UTHEBUEXES
BIREIE -

As stipulated by the relevant rules and regulations in the
PRC, the PRC subsidiaries of the Company are required to
contribute to a state-sponsored retirement plan for all of
their employees based on 17% to 20% (2004: 17% to
20%) of the employee’s basic salary. The state-sponsored
retirement plan is responsible for the entire pension
obligations payable to retired employees and the PRC
subsidiaries of the Company have no further obligations for
the actual pension payments or other post-retirement benefits
beyond the annual contributions. For the year ended 31
December 2005, the retirement plan contributions amounted
to approximately HK$971,000 (2004: HK$1,029,000).

A company in the Group operating in Hong Kong has
participated in MPF, which is a defined contribution pension
scheme, since 1 December 2000. The Company makes
monthly contributions to the scheme based on 5% of the
employees’ basic salaries. For the year ended 31 December
2005, the Group's contributions to the MPF were
approximately HK$45,000 (2004: HK$43,000). The assets
of the fund are held separately from those of the Group and

are managed by independent professional fund managers.
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—TThF —TTME
2005 2004
FHET FTHET
HK$'000 HK$'000
BEMRER Enterprise Income Tax (“EIT")
— R KB A A — The PRC subsidiaries 40,021 17,973

MRAEE G T ERTBEL - &
WEARBBNG U RS -

BNEEXHRECEREHEEER LT
BEEAERET :

R EER PRC VAT
FECEMER PRC EIT

CEMBHERBESTRNEB QAN
AHERB RN IRB BB KR -

REGFEEBATE  PREMNBAREL
BHEMANNFEBRENEERNE
EEMFANEZHRLBNEERER
WHEHER=EFEERBH50% -

RAER  AMR(ZETOF  OX)
o B B B 2 B R R 1 3 AT 1S T 50% K
ME(ZETMF &) PENME DA
NEH 2 -

Hong Kong Profits Tax has not been provided for in the
consolidated financial statements as the Group did not derive

any assessable profits in Hong Kong.

Tax payable and recoverable comprised PRC VAT and PRC

EIT as follows:

—ETEARF —EETMF
2005 2004
FHET FHET

HK$'000 HK$'000
9,399 3,024
22,416 4,037
31,815 7,061

EIT has been provided at the prevailing rates on the estimated

assessable profits applicable to each PRC subsidiary.

Pursuant to the relevant tax laws in the PRC, subsidiaries in
the PRC are entitled to full exemption from EIT for two years
starting from their first profit-making year, after offsetting all
losses brought forward, followed by a 50% reduction for the

next three years thereafter.

During the year, two (2004: four) PRC subsidiaries are entitled
to a 50% reduction of EIT and two (2004: Nil) PRC

subsidiaries are subject to full provision of EIT.
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REEABIBERES BRK 2N AL The taxation for the years can be reconciled to the profit per
UM the consolidated income statement as follows:

—TETAF —TEMF

2005 2004

FHT FAT

HK$'000 HK$'000

(&)

(restated)

B % BT 0 A Profit before taxation 171,646 139,283

REIATSH E24%t EHIE Tax at domestic income tax rate

(ZETWE : 24%) of 24% (2004: 249%) 45,899 35,946

B ERHTE Effect of tax exemption (5,878) (17,973)

RNEERIA Taxation for the year 40,021 17,973

HRNREEANEREZR  EFAUK No provision for deferred taxation has been recognised in

HERAP W ARERETH BREE the consolidated financial statements as there are no

significant temporary differences.

—EERE —EEME
2005 2004
FHT FAT
HK$'000 HK$'000
BREREOHRBARS Proposed final dividend:
BR%0.04% T HK$0.04 (2004: HK$0.02)

(ZEZTMEF : 0.0287T) per share 47374 19,739
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BREABRFREERNDREAEE The calculation of the basic and diluted earnings per share is
EAEEARRAKREEMG ML based on the profit attributable to equity holders of the
130,207,000 T (Z TN F L SH K Company of approximately HK$130,207,000 (2004 as
it : 119,658,000 7t) & T 7l &Ik &t restated: HK$119,658,000) and the following data:
&
—ZETLF —TTMEF
2005 2004
AU EERERAFH Weighted average number of
T i AR 0 T8 B ordinary shares for the calculation
of basic earnings per share 986,953,059 973,756,338
WHEAEAREMBETHEAR Deemed issue of ordinary shares
at no consideration - 152,488
FA DA 5+ 8 5 B8 2 8 69 Weighted average number of
3 R T S & ordinary shares for the calculation
of diluted earnings per share 986,953,059 973,908,826
HRBE_ZZRF+-_A=+—RH1t No diluted earnings per share was shown for 2005 as there
irlﬁ Eﬁ&%ﬁ’]jﬁ [ i i was no dilutive potential ordinary share for the year.

ZFEELHEREERN
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HK$'000
FHET
[B%:N COST
R-ZETMFE-—HA—H At 1 January 2004 -
RUBEN B R R FTE S Arising on acquisition of a subsidiary 143,495
RZETMFEF+_A=1+—HK At 31 December 2004 and 1 January 2005
—EERFE-A-HUR%EZ75 as originally stated 143,495
EREESFTENE17TRE Elimination of goodwill upon the application
BHEEE (RHa3) of HKAS17 (see note 3) (397)
RZZEZMFE+=—_A=+—BEK At 31 December 2004 and 1 January 2005
—ETRhEFE—A—HEEHRM as restated 143,098
FEFA B8 B 7 22 B 28 35 B Elimination of accumulated amortisation upon
W R (R 7E3) the application of HKFRS 3 (see note 3) (6,558)
NGNS T e Arising on acquisition of a subsidiary 63,175
R_FFAF+_H=1—-8 At 31 December 2005 199,715
RETHH ACCUMULATED AMORTISATION
RZZETZMFE—-H—H At 1 January 2004 -
NF B Charge for the year 6,577
RZZETWMF+=-_A=1+—HEK At 31 December 2004 and 1 January 2005
—EERF-A-HUREZ75 as originally stated 6,577
EREESENFE17HRE Elimination of accumulated amortisation of
HHEE (RHE3) goodwill upon the application of HKAS17
(see note 3) (19)
RZZETWMF+-_A=1+—HEK At 31 December 2004 and 1 January 2005
—ETRE—A—HEEHRM as restated 6,558
FEFA B 78 B 75 s 22 B 58 35 B Elimination of accumulated amortisation upon
W R (R 7E3) the application of HKFRS 3 (see note 3) (6,558)
R-ZFZFAF+-_HA=1—"H At 31 December 2005 -
SREFEE CARRYING VALUES
R-ZZBETRF+-_A=1t—H At 31 December 2005 199,715
RZEEWMF+=—R=+—H At 31 December 2004

mEH xR as restated 136,540
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BB 4 E199,7150008 T (ZEZ N
% 1 136,540,000/ 7T) Ty P W BB I B8
RIRFESE © 496,577,000 HEHE T
TMERaRERTHR - BREFEM
BMELREIR  AEBE-_ZTHEF
—A—HRTHEERERNE mAEH
HEZLSFETORAERR -

FRABEREARAZFBRMEI7TR

FZE o

RZZEZRFET-_HA=+—H BEZ
FEECSRIBEETIMEAR

Goodwill of HK$199,715,000 (2004: HK$136,540,000) was
arising on acquisition of subsidiaries. The amortisation of
approximately HK$6,577,000 was charged to the consolidated
income statement in 2004. Upon the application of HKFRS
3, the Group has discontinued amortising the goodwill from
1 January 2005 onwards and goodwill will be tested for

impairment at least annually.
Particulars regarding impairment testing on goodwill are

disclosed in note 17.

The carrying amount of goodwill as at 31 December 2005

related to the following subsidiaries:

BHHMBRRMERR DA

BREFEEREER DA

—ZEZRF —EEME
2005 2004
TET TET
HK$'000 HK$'000
(EHr &)
(restated)
Wuxi Xinwei High Temperature

Ceramics Co., Ltd. 136,540 136,540

Haicheng City Suhai Magnesium
Ore Co., Ltd. 63,175 =
199,715 136,540

RZBZERFE+-_A=+—HIEFE -
AEEZERERE-REAKELE
BB EXES BRI EETENRT
o BRAEALMEASEREZLHEAR
b & R RE

During the year ended 31 December 2005, management of
the Group determines that there are no impairment for the
above two subsidiaries containing goodwill on the basis of a
valuation carried out on that date by an independent qualified

professional valuer not connected with the Group.
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BT HBERZE REE RE  ERIRE By
Machinery Office
and  equipment Motor Construction-
Buildings  equipment and fixtures vehicles  in-progress Total
TAT TAT THEL TEL TEL TAT
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
RAHMRE COST OR VALUATION

RZZEME-A—H At 1 January 2004

—RER - as originally stated 139,131 274,572 5,022 4762 65,563 489,050

—FWmEBGHENE TR — effect of adoption of

b - HKAS 17 (3.917) - - - - (3.917)

—-@EHRML - as restated 135,214 274,572 5,022 4762 65,563 485,133
KEHB AR Acquisition of a subsidiary

—RER - as originally stated 37842 73,028 76 = = 110,946

—FWmEBGHENE TR — effect of adoption of

b - HKAS 17 (7742) - - - - (7742)

—-@EHRML - as restated 30,100 73,028 76 = = 103,204
nE Additions = 23,570 203 692 101,598 126,063
HEEIEEA Transfer from construction-

in- progress 7631 122,783 - - (130,414) -

RE Disposals - - (157) (175) - (332)
RZZEMES At 31 December 2004

RZETTE and 1 January 2005 172,945 493,953 5,144 5279 36,747 714,068
WEHBAR Acquisition of a subsidiary 17,850 40,089 125 1,308 = 59,372
NE Additions = 3,022 180 764 24,782 28,748
HERIREA Transfer from construction-

in- progress - 36,247 - - (36,247) -
RE Disposals (20) - - (1,000) - (1,020)
ERRR Exchange difference 3,326 9,877 94 99 596 13,992
W-ZZRF+-A=+—H At 31 December 2005 194,101 583,188 5,543 6,450 25,878 815,160
(2 Comprising:
BRKA At cost 176,894 583,188 5,543 6,450 25,878 797953
REE At valuation 17,207 - = = = 17,207
194,101 583,188 5,543 6,450 25,878 815,160
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HE_ZTTAF+-_A=+—HIEFE Year ended 31 December 2005

R BERITE

R-2EMEF-H-H

~ R

- RAEBRHENE T
2

-EEF R

REHEAT

~ R

- RAEERHENE T
hyE

-EEF R

AERE

~ R

- RMER RN 7R
2

-EEF R

RERE

RZEERFE+-A=1-H

RAFHE
R-ZEERF+-A=t—-H

ACCUMULATED AMORTISATION

AND DEPRECIATION

At 1 January 2004

- as originally stated

- effect of adoption of
HKAS17

- as restated

Acquisition of a subsidiary

- as originally stated

- effect of adoption of
HKAS17

- as restated

Charge for the year

- as originally stated

- effect of adoption of
HKAS17

- as restated

Written back on disposals

At 31 December 2004
and 1 January 2005
Acquisition of a subsidiary

Charge for the year
Written back on disposals
Exchange difference

At 31 December 2005

NET BOOK VALUES

At 31 December 2005

W-ZEME+-A=1+—H At 31 December 2004

gEHRL

as restated

BF HILRH

Buildings
TR
HK$'000

27,105

(399)
26,706

4,299

(677)
3,622

9,019

(551)
8468

38,796
2,975
8,729

830

51,330

142,771

134,149

Machinery
and
equipment
TER
HK$'000

65,570

65,570

14,002

14,002

39,842

39,842

119,414
13,360
50,319

2,780

185,873

397315

374,539

Office
equipment
and fixtures
TEL
HK$'000

1,731

1,731

1,039

1,039
(154)

2,624
76
1,023
57

3,780

1,763

2,520

RE HEBIRE

Motor Construction-
vehicles
TAT
HK$'000

in-progress
THET
HK$'000

2,746 -

2,746 =

826 -
(104) -

3,468 -
683 -
914 -

(1,000) -
66 -

4131 =
2,319

25,878

1,811 36,741

Total
FHEL
HK$'000

97152

(399)
96,753

18,309

(677)
17,632

50,726
(551)

50,175
(258)

164,302
17,094
60,985
(1,000)

3,733

245,114

570,046

549,766
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RUABMEE Lt ERENER
ENZTEFEHEE o  BREMB BT AR
F175%  W_ZETERF-A B &
NEETMERERERERBREEES
HIVEHEGE - WA BREDEHBYE
A R-ZZZEZNF-—A—BZEFKAR
BERRSATEEELEHRML

FAR T RAE -

ETASERFEER RBIEES
ERFHAR T _F+ A =+—
HERAFRMEEESH BT _F
B UEE—SEHAEEZEFT R
EEBMEBERA  BROUKKNERGRZE
FEBINE - FHER13,706,0007% T
(ZZZTMWE - 14,701,000/ 7T) 2 1BF
Z BRE{EEA15,303,000/8 0 (ZEZ N
F 16,360,000 L) °

ME  BERREABREZTIFEEX
AHRITE

gz 5%
HEs &% 10%
WMAERBERESE 20%

RE 20%

In prior year, land use rights are amortised on a straight line
basis over 20 years. With effect from 1 January 2005, prepaid
lease payments on land use rights are amortised on a straight
line basis over the lease term with the adopted of the new
HKAS 17. This change in accounting estimate has been applied
retrospectively. Accordingly, the cost and accumulated
depreciation of buildings as at 1 January 2004 have been

restated.

All buildings are located in PRC.

Certain of the Group's buildings were revalued at 31
December 2002 by an independent professionally qualified
valuer on an open market basis. Since 2002, no further
revaluations of the Group’s buildings have been carried out.
At the balance sheet date, the carrying amount of certain
buildings with revalued amount of HK$13,706,000 (2004:
HK$14,701,000) would have been HK$15,303,000 (2004:
HK$16,360,000) have they been stated at cost less

accumulated depreciation.

Property, plant and equipment are depreciated on a straight-

line basis at the following rates per annum:

Buildings 5%
Machinery and equipment 10%
Office equipment and fixtures 20%
Motor vehicles 20%
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AEEENEERBREE

Rz REEE L

RBEMELZOWTWT

mEEE
FRBEE

R+
R m
E K m

B FEEE

REEBEBEXRA  GFETFREANEEF
HY R E S A5,7250008 T (= F

FPO4E : 25,599,000 TT) °

The Group's prepaid lease payments
comprise:

Long-term leasehold land in PRC

Analysed for reporting purposes as:
Current asset

Non-current asset

Raw materials
Work in progress

Finished goods

Less: Allowance for inventories

—TThF
2005
FHET
HK$'000

398
12,021

12,419

—ZETLF
2005
FET
HK$'000

37,096
68,892

136,687

242,675
(14,284)

228,391

carried at net realisable value.

—EENE
2004
FHET
HK$'000

10,384

347
10,037

10,384

—ZEMF
2004
FHBT

HK$'000
54,341
66,330

118,581

239,252
(14,015)

225,237

At the balance sheet date, approximately HK$5,725,000
(2004: HK$25,599,000) of the inventories of the Group were
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AEELTESEPTEA=1TZENTH The Group allows an average credit period of 30 to 90 days
B FEEEH to its trade customers.
EEETRBENEEPOVERE N RE Credit is offered to customers following an assessment of
BAMERREINLHEEMAR PR - their financial abilities and payment track record. Credit limits
MEEFHREGFERSE MRABES are set for all customers and these can be exceeded only
IAREESABEZERTAIABBR with the approval of senior officers of the Group. Business
H-HERRECERBRNETPETRS with customers considered to have credit risk is conducted
BHURSET FEBEERBHEIK on a cash basis. Professional staff monitors overdue accounts
Rk - WA HRERK - receivable and follow up collections.
é?’éfii'% H - BURERER R E M ER At the balance sheet date, accounts and other receivables
BB comprised:
—ETRF —ZETME
2005 2004
FHT FAT
HK$'000 HK$'000
J& W BR 3k Accounts receivable 326,865 201,124
H {h & U5 5K Other receivables 20,313 10,644
347,178 211,768
W RERBE Less: Allowance for bad and
doubtful debts (8,377) (8,212)

338,801 203,556
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U R 2R DTIT ¢ An ageing analysis of accounts receivable is as follows:
—EFTRF —FTMF
2005 2004
FHET FAET
HK$'000 HK$'000
AEZENEAR Current to less than 6 months 286,780 180,549
~NEAZE—FR 6 months to less than 1 year 26,519 6,785
—EZWMERA 1 to less than 2 years 5,773 7581
ES Over 2 years 7,793 6,209
326,865 201,124
RZZEZRF+T_A=+—H F5%5E The fair values of the Group's accounts and other receivables
2 e RR TR R HAh B Wk 2 A (B B E at 31 December 2005 approximate to the corresponding
FREERE - carrying amounts.
RIZEZRFR-_ZTNF+ A=+ At 31 December 2005 and 2004, the deposit was pledged
— B ZEREERTRITERR to a bank as business guarantee given to a customer of a
BRAN—EEPIEEBER - subsidiary.
ERBRRZRRSTAT An ageing analysis of accounts payable is as follows:
—ETHF —ETNF
2005 2004
FHET FHAT
HK$'000 HK$'000
REAZEXEA A Current to less than 6 months 48,715 50,768
ANEAE—FR 6 months to less than 1 year 4,581 4,549
—EMFENA 1 to less than 2 years 1,456 491
M LA £ Over 2 years 1,497 74
56,249 55,882
RZZETERAF+ZA=+—8 F5H The fair values of the Group’s accounts payable at 31
ZENER 2 A TFEAEREEAERS December 2005 approximate to the corresponding

carrying amounts.
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FREE010/E T 2 E#EK

7S

% i

R-_EZENF—A—H
REFHE (B ita)

BETRER
R-FETEFE—H—H
RERZBEITRD (K ib)

@) R-ZTZTME—A=+NB AQ7
ZIETERRA LA IE TR EE. 1075 T
B % @ A% 1,000,000,0000 2
100,000,0007% 7T & /il 2 200,000,000
BT o

by R=ZZTZTME—A=+NB " AQ7
B %17 172,500,0000% & R EE0.10
BT AR o BTG AR D & 7 E A
RERNEZEREET -

(®)

A& B FET
Number of shares HK$'000
Ordinary shares of HK$0.10 each
Authorised:
At 1 January 2004 1,000,000,000 100,000
Increase during the year
(Note a) 1,000,000,000 100,000
At 31 December 2004
and 31 December 2005 2,000,000,000 200,000
Issued and fully paid:
At 1 January 2004 814,453,059 81,445
Issue of shares during the year
(Note b) 172,500,000 17.250
At 31 December 2004
and 31 December 2005 986,953,059 98,695
Notes:
(@) On 29 January 2004, the authorised share capital of the

Company was increased from HK$100,000,000 to
HK$200,000,000 by the creation of an additional
1,000,000,000 ordinary shares of HK$0.10 each in the
capital of the Company.

On 29 January 2004, 172,500,000 ordinary shares of
HK$0.10 each were issued. The new shares rank pari passu
with the existing shares in all respects.
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WEEEMZA  ARBRAEHBEH
RNBEZARDT

(a) BERERRBUARBEBTZE

At the balance sheet date, the Group had the following
commitments, so far as not provided for in the financial

statements, in respect of:

(a) Capital commitments in respect of acquisition of

ARHGE machinery and equipment and construction of buildings:
—_TTLF s S

2005 2004

TET TET

HK$'000 HK$'000

EERERETYH Authorised and contracted for 67,461 45,434

(b) REITAHBEZ L RETEEH
ERNARAFBANNKERS KA

(b) Operating lease commitments for future minimum lease

payments under non-cancellable operating leases in

AEEMT respect of land and buildings which fall due as follows:
—ETRF —ETNF

2005 2004

FET FET

HK$'000 HK$'000

—FR Within one year 1,307 1,264
FEZEZFEAF (BIEEREME) In the second to fifth year inclusive 3,036 3,063
hFE% Over five years 10,543 10,898

14,886 15,225
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RIBZNMEXNANBRITZRRESF
RELE ARBBRRPLELLER NN
NETATHBERBZBIRESS ([E
AT B ) ROBR AR T R R iR AT &) ([ 3 At
E DI

REHTE  EFTHFRFHAEE
BEMEREBEERZAEEERESR
(BEARAREMBRARZES) £
ABCR - HER 2P BEXER B
Bl & & 1E R HF R 75 B B R 3t 81 (AR
Rz RR TEXBREZBARR A
By - AEBSEERABRAREZE
BRESNRBARE BRETNRES
EREBORMEEREE TSARA
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HE_ZTTAF+-_A=+—HIEFE Year ended 31 December 2005

At the annual general meeting of the Company held on 4
June 2004, the shareholders of the Company approved the
termination of the Company's share option scheme adopted
on 14 October 1999 (the “Old Scheme") and the adoption

of a new share option scheme (the “New Scheme").

Under the New Scheme, the directors may, at their discretion,
invite full-time employees of the Group, including directors
of the Company and its subsidiaries, any of its shareholders,
suppliers, customers, consultants, advisers and joint venture
partners or business alliance who have contributed or will
contribute to the Group to take up options to subscribe for
shares in the Company subject to the terms and conditions
stipulated therein. A nominal consideration will be paid by
the eligible participants for each lot of share options granted.
An option may be exercised at any time during a period to
be determined and identified by the directors to each grantee
at the time of making the offer, but in any event, shall not
exceed the period of ten years from the date of grant of the
particular option, subject to the early termination of the New
Scheme. No option has been granted by the Company under
the Old Scheme and the New Scheme during the two years
ended 31 December 2005 and 2004.
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() FRBEREZEHNT :

Bt 3
0ld Scheme

REAH

Date of grant

“FF=F-A=t=H

23 January 2003
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& NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

(a) Movements of the share options during the year are as

follows:

Exercisable period

ZZZ=F-A-t+tRHE
“E-Z5-A-+AXA

(MR it 2 i 2 500 RATR
“EEWE-AZ+EBATH)

27 January 2003 -
26 January 2013

(Provided that 50% the option
granted shall not be exercised
prior to 27 January 2004)

BREHR

Number of share options

R-2ENE

= ﬁ —_ E| N

b >k

TZA=+-BRK

i > ik

-RA-H

TfE R AT

Outstanding

at 1 January

2004,

31 December 2004

Exercise and 1 January

price 2005
BT
HK$

1.10 6,500,000

+
REANRE e R AT

Cancelled Outstanding
during at 31 December

the year 2005

(5,000,000) 1,500,000
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HE_ZTTAF+-_A=+—HIEFE Year ended 31 December 2005

(b) FRZERIBEREZHBER (b) Summary of the movements of the share options during
MEWT : the year by category are as follows:
BREZE
Number of share options
R-ZZEEWNF
—RB—B-
—EEONEF
t=ZB=+—-HK
—EERF R-ZEZRF
—RA—H +=-ZA=+—~H
kbl TEE CENGRE RE R EEH s R AT 1€
Outstanding
at 1 January
2004,
31 December 2004 Cancelled Outstanding
and 1 January during at 31 December
Category Exercise price 2005 the year 2005
BT
HK$
o 1.10 5,000,000 (5,000,000) ~
Directors
AEBERE 1.10 1,500,000 - 1,500,000
Employees of the Group
6,500,000 (5,000,000) 1,500,000
RZZEZRAFTZA=1T—8 BEX At 31 December 2005, the number of shares in respect
DA EET B B AR AT 2 B AR S of which options had been granted and remained
F2Z2ARRARMDEEB A&1,500,0008% (= outstanding under the Old Scheme was 1,500,000
TEMF : 6,500,0008%) ' ERZARX (2004: 6,500,000), representing 0.15% (2004: 0.66%)
RAEIBEETRHD Z2015%(ZFF M ! of the shares of the Company in issue at that date. The
0.66%) ° IRE:TE - WNEMBBAARAEAR total number of shares in respect of which options may
NEBRRAF - AIRHZBREL A be granted under the Old Scheme is not permitted to
ABBARABEEITRMG Z10% ° exceed 10% of the shares of the Company in issue at

any point in time, without prior approval from the

Company's shareholders.
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(a) EfNBBARFEFABOT :

BBARERE

BHDRAMZBR AT

MENMARZRER

=

BREIBTRAEMNBELS
AR BIRELE -

(a) Particulars of amount due to a related company is as

follows:

Name of related company

Wuxi Pan-Asia Environmental

7

N

—ZTTRE —ZTTMEF

2005 2004

FHET FHET

HK$'000 HK$'000

Protection Technologies Limited 1,220 8,713

The amount due to a related company is unsecured,

non-interest bearing and repayable on demand.

Jiang Quanlong or Qian Yuanying or their close relatives

have beneficial interests in this company.
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(b) MAFE H AEBEETUTHEBR

5

0)

(i)

(iii)

AEBEANERNERE
FAEEFREEERA AT
ARBYELTHEEREAOE
HELINE T BEHBER
BERARIA—MFTEBEAD
¥ ABREEFI% M5
SMO%HEEREZ THA - B
RETRZEENEENRE °
BB iz E i BRI A 8
E 54 /45,662,0008 70 (= F
T4 : 12,695,000 7T) °
BENBEEEGRAANFE
RN ] RO T R B — B
K+ B R A E & 5%

zZS o

E\

RNEEE 14 4206,000% 7T
(ZZZ 4 : 204,000/ 7T)
WEEFTERE-

REEE Z {451,000 T
(ZZZMF : 46,000/ 7T) Y
HEFEHTHRERBER

A

EERRLARFIR-—BRNERE
BERERENEBNEHRI S G
KBEERZHHELETH » ALY
BRFMTESHER -

& NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

(b) During the year, the Group entered into the following

related party transactions:

0

(i)

(iii)

The Group arranged export sales of its products
outside the PRC using the export quota of Yixing
Xinwei Group Co., Ltd. at nil consideration. Yixing
Xinwei Group Co., Ltd. is a PRC domestic enterprise
90% owned by Jiang Quanlong and 10% owned
by a son of Jiang Quanlong. Jiang Quanlong is also
the legal representative of the enterprise. Export
sales handled through this arrangement amounted
to approximately HK$5,662,000 (2004:
HK$12,695,000). Yixing Xinwei Group Co., Ltd. also
holds a 5% equity interests in Yixing Xinwei
Leeshing Rare Earth Company Limited, a subsidiary
of the Company.

The Group paid rent of approximately HK$206,000
(2004: HK$204,000) to Jiang Quanlong.

The Group paid rent of approximately HK$51,000
(2004: HK$46,000) to Wuxi Pan-Asia Environmental

Protection Technologies Limited.

The directors are of the opinion that the above

transactions were entered into under the normal course

of business and on normal commercial terms or in

accordance with the agreements governing such

transactions, and this has been confirmed by the non-

executive directors.



ANNUAL REPORT 2005 % %R

e B IR R M 5F NOTESTO THE CONSOLIDATED FINANCIAL STATEMENTS
HE_ZTTAF+-_A=+—HIEFE Year ended 31 December 2005

7

(00 ENEZFHEFBWDOT : (c) Particulars of amounts due to directors are as follows:
—ZETREF —ETNEF
2005 2004
FAET FHT
HK$'000 HK$'000
BoREE Jiang Quanlong 8,742 7,445
B Qian Yuanying 2,847 2,165
FrARE Xu Panfeng' 39 -
BmE Jiang Cainan’ 222 -
B g E?2 Fan Yajun? - 457
11,850 10,067
ENEERBEEERT - TFAE The amounts due to directors are unsecured, non-interest
REREREERD - bearing and repayable on demand.
FTEEBRABZRHEFBHENM G Details of key management personnel compensations
11 ¢ are set out in note 11.
U RZZEZRFNATNABZAE ' Appointed on 19 August 2005
2 RIZEZERFNATAEEE 2 Resigned on 19 August 2005
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R-_BERFE+-_A-+=H K
SERBEREMERSEERRA A
ZEIAMER  BRERBARKE
120,000,000 (#7 & #115,385,000
BIL) c WR SEHEAKRE S
ABR ©

RHMENEEFELMELNRE
BT :

FISmEEFH

ME - WEREEAR
EEIRE

TE S & £ ob 5 A FOE
&

B UK B 3R K L b FE U 3R
BAFE BeREMRBHEE
RBeMRITEF

JE A BR 3R
BiRER R EMEMNK
&1 B 7B

g PrE AN EE
ReRE
WREmEEMAERFRE

ReREXH
ISR & RBITHER

R ZEE AR - BT &
BEBEERARSAEENBRAR
BRBLAT S A EME X E RS

(a) On 23 December 2005, the Group acquired the entire

registered capital of Haicheng City Suhai Magnesium
Ore Co., Ltd., at a total consideration of
RMB120,000,000 (equivalent to approximately
HK$115,385,000). The transaction has been accounted
for using the purchase method of accounting.

The net assets acquired in the transaction, and the

goodwill arising, are as follows:

Fair value and acquiree’s
carrying amount
before combination

Haicheng City Suhai Magnesium Ore Co., Ltd.

DERERE A
HUELS 2REE
THET
HK$'000
Net assets acquired:
Property, plant and equipment and
construction-in-progress 42,278
Prepaid lease payments on land use rights 2,190
Inventories 4,241
Accounts and other receivables 26,801
Prepayments, deposits and other current assets 1,822
Cash and bank balances 428
Accounts payable (1,593)
Accruals and other payables (22,088)
Tax payable (1,869)
52,210
Goodwill arising on acquisition 63,175
Cash consideration 115,385
Net cash flow arising on acquisition:
Cash consideration paid (115,385)
Cash and bank balances acquired 428
(114,957)

did not

make significant contribution to the Group’s revenue
and profit before taxation for the period between the

date of acquisition and the balance sheet date.
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RZZEZENF-A=+hH K&
BLER1208 T 2 BB ELT
172,500,000/% & 207,000,000
T2 ERWER B B
=)@ F8 & % #B 42 & #) Dynamic Goal
Worldwide Inc.®) 2 & E 17 n
FRENRE UWRHEXANES
FHEANEK -

RGN EESFERAEEND
20T ¢

WEMSMEEFHA -
ME - BERREAR
EEIRE

TR E L A EKIE
FE

JFE M B 0 B L At B LR
ReRRITER
e SE NG R

JE A AR 3R
TEIRE A R H e
JRE 1<) B ek X R 3R0R
RIT1E K

e T IR

WRE P E L MR

BB 2R ELE

WHERMELENE S RFE
TSR & RIRITHEE
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(b) On 29 January 2004, the Group acquired the entire
issued share capital of Dynamic Goal Worldwide Inc.

which in turn owns the entire equity interest in Wuxi

Xinwei High Temperature Ceramics Co., Ltd. for a non-
cash consideration of HK$207,000,000 by means of
issuing 172,500,000 shares at HK$1.20 per share. The
transaction had been accounted for using the purchase

method of accounting.

The net assets acquired in the transaction and the

goodwill arising, as follows:

Net assets acquired:

Property, plant and equipment and

construction-in-progress

Prepaid lease payments on land use rights

Inventories

Accounts and other receivables
Cash and bank balances

Amount due from a group company
Accounts payable

Accruals and other payables
Amount due to a related company
Bank loan

Tax payable

Goodwill arising on acquisition

Non-cash consideration in form of shares issued

Net cash flow arising on acquisition:

Cash and bank balances acquired

—ZTME
2004
FET
HK$'000
(BF &)
(restated)

85,540
7,495
1,983

29,360

3,405

46
(1,224)
(4,030)
(11,340)
(47,170)
(163)

63,902
143,098

207,000

3,405
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BER_BERF=ZA-+N\HFZZE
ERRBBEHRE - ARAR_TTRF
ATBURSEBRIIETHETHES

WEBERZTEKE » ARE

H
#%0.17% 7 $£ 197,390,000 @ AR -

BITRA

o e E

]

98,695,000/ 7T 3 1 = 118,434,0007%

JC ©

R-ZETRF+-_A=1t—BHAQAHK

MEBARFBIT

MELR LR

Name of subsidiary

MAERER A

Lee Shing Holdings Limited

ENERES(LE)

ARAH

Wellfire (Shanghai)
Company Limited

Dynamic Goal
Worldwide Inc.

Dynamic Goal Worldwide
Inc.

AL gl
ZBEREH

Place and date of
incorporation/
operations

RERANE
—MWANE
t-A=H
British Virgin Islands
3 December 1998

hE

“ETEE

“RAZTmA
The PRC
24 February 2000

EERIES

“ETEE

AA=t—H
British Virgin Islands
31 May 2000

Bt ¥ 3R & MF 5 NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
AFE+-A=1+—HILFE Year ended 31 December 2005

Pursuant to the placing and subscription agreement dated
on 28 March 2006, the Company issued 197,390,000
ordinary shares of HK$0.10 each at a price of HK$1.38 per
share for cash on 10 April 2006.

Subsequent to the transaction, the issued share capital of
the Company was increased from HK$98,695,000 to
HK$118,434,000.

Details of the Company's subsidiaries as at 31 December

2005 are as follows:

RAAEEES
BERG ZfR BERTR  BREERE
il EHRER HEEX ARl TEEH
Effective percentage of
equity interests/voting
Class of Registered and Issued and fully  rights held by the
shares held fully paid capital ~paid capital Company Principal activities
E# B &
Directly Indirectly
Y% Y%
ERR - 20%7T 100 - REEK
Ordinary - US$20 100 - Investment holding
E PN ¥ 200,000% 7T - 100 - &%
Contributed S$200,000 - 100 - Trading
capital
ERR - VeI - 100 REER
Ordinary - Us$2 - 100 Investment holding
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RAREEES
R ANE-E BERD TR BEAR  BREERXK
WEAREHE ZHERAH £l BHRER HREX ARl TEXHK
Effective percentage of
Place and date of equity interests/voting
incorporation/ Class of Registered and Issued and fully  rights held by the
Name of subsidiary operations shares held fully paid capital paid capital Company Principal activities
E# R
Directly Indirectly
Y% Y%
HEFRARBLARAR HHE SAER  15660000% T - - 95 RERHERL
—hAZE Em
tA+tH
Yixing Xinwei Leeshing The PRC Contributed ~ US$15,660,000 - - 95  Manufacture and
Rare Earth Company 17 July 1993 capital sales of rare
Limited earth products
B R AR hE SAER 170000007 - - 100 BERHEMA
BRAA —“AANE Em
tA=+AH
Yixing Xinwei Leeshing The PRC Contributed ~ US$17,000,000 - - 100 Manufacture and
Refractory Materials 30 July 1999 capital sales of
Company Limited refractory products
EHMAKAMHERAR BARR 8,520,000% ¢ - - 100 RERBEERR
it 32 Em
TZAZTH
Wuxi Xinwei Fluorescent The PRC Contributed 1S$8,520,000 - - 100 Manufacture and
Materials Company Limited 20 December 2001 capital sales of
fluorescent
products
MERLEE (BE) BE gl - 28T - 100 EEEK
ARRA —“AANE
+H=-t+=H
Xinwei Rare Earth Hong Kong Ordinary - HK$2 - 100 Dormant

(Hong Kong) Limited

23 October 1998
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RAAEEES/
RALTNE-$ BERD ZHR  BROR  AREERX
WEAREHE ZHERAH =gl BHRER  HREX ARl TEEH
Effective percentage of
Place and date of Issued equity interests/voting
incorporation/ Class of Registered and and fully  rights held by the
Name of subsidiary operations shares held  fully paid capital paid capital Company Principal activities
E# B
Directly Indirectly
Y% Y%
HEARLEHERAA R Lk - 2T - 100 %
—ZZ-F
ZR+7<H
China Rare Earth Trading Hong Kong Ordinary - HK$2 - 100 Trading
Limited 16 February 2001
ERFHAREREERAT T EUN - 30,000,000 7T - = 100 RERHERE
—EZZF BEEm
mA—A
Wuxi Xinwei High The PRC Contributed HK$30,000,000 - - 100 Manufacture and
Temperature Ceramics 1 April 2002 capital sales of high
Co,, Ltd temperature
ceramics products
BATHEEBRERLE  HE BABR AR 25,000,000 - - 100 RERHEEY
“TRCF Em
MA=t+tH
Haicheng City Suhai The PRC Contributed RMB25,000,000 - - 100 Manufacture and
Magnesium Ore Co., Ltd. 27 April 2002 capital sales of
magnesium
products
BENBAREETMNFLEBAFR None of the subsidiaries had any debt securities subsisting

ERREEEER EBES o at the end of the year or within any time during the year.
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#B # E FINANCIAL SUMMARY
BEZE+-BA=1+-HLEE
For the year ended 31 December
—ETRE —TIEINE —TE=F T -F
2005 2004 2003 2002
TAT FHT FET TAT
HK$'000 HK$'000 HK$'000 HK$'000
Turnover 769,370 665,320 457077 467,663
Cost of sales (565,407) (484,667) (345,034) (363,602)
Gross profit 203,963 180,653 112,043 104,061
Profit before taxation 171,646 139,283 76,293 48,923
Taxation (40,021) (17,973) (9,246) (8,593)
Profit for the year 131,625 121,310 67,047 40,330
Attributable to:
Equity holders of the Company 130,207 119,658 66,585 41,039
Minority interests 1,418 1,652 462 (709)
131,625 121,310 67,047 40,330
R+=B=+-8
As at 31 December
—TThE —TTWE —TT=F —TIT_F
2005 2004 2003 2002
FTHAT FHT FTAT FTAT
HK$'000 HK$'000 HK$'000 HK$'000
Current assets 812,182 730,993 699,366 676,022
Non-current assets 781,782 696,343 391,450 352,760
Total assets 1,593,964 1,427,336 1,090,816 1,028,782
Current liabilities 145,249 107,660 78,397 75,266
Non-current liabilities - - - -
Total liabilities 145,249 107,660 78,397 75,266
Net assets 1,448,715 1,319,676 1,012,419 953,516
Share capital 98,695 98,695 81,445 81,445
Reserves 1,331,132 1,203,511 915,155 856,713
Equity attributable to equity
holders of the Company 1,429,827 1,302,206 996,600 938,158
Minority interests 18,888 17,470 15,819 15,358
Total equity 1,448,715 1,319,676 1,012,419 953,516
Note:

—EEF

=

2001
TART
HK$'000

617,808
(434,937)

182,871

146,527

146,527
142,036
4,491

146,527

—TT—F
2001
FHT
HK$'000

591,824
424,778

1,016,602

79,081

79,081
937,521
81,445
840,011
921,456

16,065

937,521

Prior years figures have been restated to reflect the change in
accounting policy as described in Note 2 to the consolidated financial
statements.
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