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[For Immediate Release]

China Rare Earth Announces 2005 Annual Results

Turnover Reaches Record High

Financial Highlights


(20 April 2006 – Hong Kong) － Rare earth and refractory materials manufacturer China Rare Earth Holdings Limited (“China Rare Earth” or the “Group”) (stock code: 769) today announced its annual results 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 HK$139,283,000 in 2004.  Profit for the year slightly increased by 9% to HK$ 131,625,000.  Earnings per share increased to HK 13.2 cents from last year’s HK 12.3 cents.  Gross profit margin and net profit margin were 27% and 17% respectively.
The Board has recommended the payment of a final dividend of HK 4 cents per share for 2005. (2004: HK2 cents) 

As at 31 December 2005, the Group had liquid cash and bank balances of approximately HK$153,442,000.  Net current assets amounted to HK$666,933,000.
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Mr. Jiang Quanlong, Chairman of China Rare Earth, said, “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.  The acquisition of Haicheng City Suhai Magnesium Ore Co., Ltd. (“Suhai Magnesium”) in late 2005 was a major strategic move in the Group’s bid to establish a vertical industrial chain. In the beginning of year 2006, we have also forged strategic alliance with the world-renowned corporation for our rare earth business and have achieved a breakthrough in our rare earth product technology, which will provide the rare earth business with the momentum to sustained growth in the coming years. ”

Rare earth business

Sales of rare earth products (including fluorescent materials) amounted to HK$345,243,000, representing an increase of 15% compared with HK$300,984,000 in 2004.  In 2005, the Group sold 4,400 tonnes of rare earth products and downstream products.  The average price of neodymium oxide and dysprosium oxide, the major contributors of its rare earth business, increased more than 20% from that in 2004, while the price 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.

Regarding the price changes of the rare earth products, Mr. Jiang said, “The rare earth industry still continued to develop as being benefited from the rapidly developed magnetic materials and fluorescent materials industries and the Government’s tighten regulation of mining and environmental protection.  However since the cancellation of export tax rebate for rare earth products affected export costs and the prices of most raw and auxiliary materials rose as compared with 2004, the gross profit margin of its rare earth business remained at around 15% in 2005.”
The proportion of sales of rare earth products from the PRC market increased to 72% during the year.  Currently, the Japan market and the European market accounted for 8% and 12% of the Group’s total sales respectively.

Refractory materials business

The Group’s refractory materials business (including high temperature ceramics) continued to grow steadily.  The Group managed to increase sales of the material by stepping up development of its high temperature ceramics business, the total sales volume of refractory materials reached 79,400 tonnes.  Sales increased by 16% to HK$424,127,000.
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Regarding the sales of the refractory materials, Mr. Jiang said, “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%.  We intend to actively promote our various high margin unshaped casting material at the end of 2005. About 2,300 tonnes of products of the recently launched Sialon series were also sold. Regarding production costs, despite that raw materials costs continued to rise, gross profit margin was still kept at above 30% due to our strengthened internal management and cost control.”
The PRC is still its principal market for refractory materials.  Export value accounted for approximately 18% of the total turnover from refractory materials. 

Prospects

Regarding the stable and sustained development of the Group, Mr. Jiang said, “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. We will continue to expand our market coverage and diversify product offerings.  We are committed 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, our 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 partnership is expected to help enhance 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.  The Group expects to reap huge synergistic benefits from this partnership.  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.  The Group will monitor closely any new development of the Chinese Government’s rare earth resources protection policy.  In that light, the Group will continue to look for opportunities to invest in rare earth mine resources with the aim of creating a vertical industrial chain.
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As for the refractory materials business, 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 Group believes the new product line will emerge as a new growth driver for its refractory materials business.
In December 2005, the Group has acquired the entire equity interest in Suhai Magnesium, a domestic limited liability enterprise established in Liaoning Province, the PRC. This move will enable the Group to establish a vertical industrial chain.  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.

- end -
About China Rare Earth Holdings Limited (Stock code: 769)

China Rare Earth Holdings Limited has been listed on the Stock Exchange of Hong Kong Limited since October 1999. The Group is engaged in the manufacture and sales of rare earth and refractory products. Rare earth products are widely applied in traditional industries including steel, metallurgy, construction, glass, and petrochemical, and high-tech industries such as electronics, communications, aerospace and medical equipment. Refractory products are used extensively in industrial refractory facilities for petrochemical, metallurgy, non-ferrous metallurgy, construction, glass, chemical fertilizers, ceramics and power industries, etc. For more information, please visit the company's web site at http://www.creh.com.hk.
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Consolidated Income Statement for 2005 
	
	
	For the year ended 31 December

	
	
	2005
	2004

	
	
	HK$’000
	HK$’000

	
	
	
	(Restated)

	
	
	
	

	Turnover
	
	769,370
	665,320

	Cost of sales
	
	(565,407)
	(484,667)

	Gross profit
	
	203,963
	180,653

	Interest income
	
	1,804
	2,049

	Selling and distribution expenses
	
	(21,698)
	(19,329)

	Administrative expenses
	
	(14,906)
	(24,312)

	Other income, net
	
	2,504
	2,339

	Finance costs
	
	(21)
	(2,117)

	Profit before taxation
	
	171,646
	139,283

	Taxation
	
	(40,021)
	(17,973)

	Profit for the year
	
	131,625
	121,310

	Attributable to:
	
	
	

	     Equity holders of the Company
	
	130,207
	119,658

	     Minority interests 
	
	1,418
	1,652

	
	
	131,625
	121,310

	Dividends
	
	47,374
	19,739

	Earnings per share
	
	
	

	  - Basic
	
	  13.2 cents
	12.3 cents

	  - Diluted
	
	  N/A
	12.3 cents





�
2005�
2004�
Change (%)


�
�
Turnover (HK$)�
769,370,000�
665,320,000�
+15.6%�
�
Profit for the year (HK$)�
131,625,000�
121,310,000�
+8.5%�
�
Dividends (HK cents)


�
4�
2�
+100%


�
�









