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OPERATING RESULTS

For the year ended 31st December, 2002, the Group’s
turnover was HK$258,011,000 (nine months ended 31st
December, 2001: HK$35,469,000), net profit was
HK$45,082,000 (nine months ended 31st December, 2001:
HK$1,028,584,000). Earnings per share was HK6.2 cents
(nine months ended 31st December, 2001: HK10.7 cents,
excluding non-recurring items). In 2001, the Group’s gain
and loss on non-recurring items including financial
restructuring amounted to HK$976,860,000 and
HK$14,338,000 respectively. For the year ended 31st
December, 2002, the Group’s operating profit was
HK$74,250,000 (nine months ended 31st December, 2001:
HK$53,360,000), the Group recorded an increase in
operating profit, which was highly encouraging for the
Group and of which the Group was proud. As for segmental
results, profit before taxation obtained from the production
and distribution of cement was HK$55,338,000,
representing 78.3% of the Group’s profit before taxation.
Profit before taxation obtained from the distribution of
natural stones and ceramic tiles was HK$2,573,000,

representing 3.6% of the Group’s profit before taxation.

BUSINESS REVIEW

The scope of business of the Group encompasses the
manufacturing and distribution of high-grade cement,
clinker, ceramic tiles, natural stones, provision of
engineering design and installation, and other construction
materials. Our operation strategy is to target solely at

customers with good repute.

1. Cement Business

For the year ended 31st December, 2002, the volume
of cement and clinker sold by the Group was
1,230,000 tonnes, representing an increase of 23% as

compared to the last year.
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Shanghai Allied Cement Co., Ltd. (“Shanghai SAC”)

The demand for cement in the Shanghai market
continued to rise in 2002. With the patronage of brand-
name customers, six out of the top ten companies in
the concrete business in Shanghai are now using
“TITAN” cement. During the year under review,
Shanghai SAC’s clinker and cement output reached
660,000 tonnes and 870,000 tonnes respectively, and
1,090,000 tonnes of cement were sold. The concurrent
implementation by Shanghai SAC of various
technological innovation projects raised the output at
each stage of production, lowered electricity
consumption and stringent control over the purchase
cost led to a decline of the production cost of cement
by RMB6.32 per tonne. Based on the AA credit rating
ascribed to it by the People’s Bank of China, Shanghai
SAC restructured its loan portfolio, as a result of
which financial expenses incurred declined by
RMB610,000. Even though the price of cement in the
market of Shanghai dropped by an average of
RMB17.4 per tonne, Shanghai SAC’s profit increased
by RMB9,600,000 as compared to the last year,

representing an increase of 39%.

With ample liquidity, at the end of the year under
review, Shanghai SAC had at its disposal
RMB60,000,000 in cash and in bank deposits, together
with more than RMB13,000,000 in commercial bills
receivable. Depending on the environment of market
demand and pursuant to the effective development
strategy adopted by the Group for cement, Shanghai
SAC will actively explore opportunities for suitable
business expansion in order to contribute more to the

Group’s profitability.

Shanghai SAC has started to repair and renovate roads,
planthouses, structures and pipelines and improve
dust-collection methods used in the production system,
with a view to reduce dust discharge and beautify the
environment of Shanghai SAC pursuant to the highest
international standard. Shanghai SAC has achieved

remarkable results in environmental protection.

SHANGHAI ALLIED CEMENT LIMITED



il

B E & ®w &k 2 4 (&) Management Discussion and Analysis (Continued)

IR EBOKERRER R A (LR KIE)

WK P B T W R EE S KR
) — M6 H OB 1,000 24 RL 19 A & A
gt 0 e R R R OK R R AR - EE R
=R IRl T ) O/ S B VA
M HREMREERE  MBR
LN O O R = I ARG 7 S i3
HEE - P EEENE - EorEM
Hh R IR EE TS W) AR ER S E A LR
KU A R W AR S KR e

M T AR s IR
KRR R A K EE
R F90% > 4y B N SE KT o E
M H & R 28 Bk R RN RE o W 3R
KB AR B SR 34,378 ME(F T AR 1 2 30
W) o 8B BORHRT K TR 4088 ME Y R
A B ¥ 7,693,0000C °

TERMALES > mAE R KERE -
FE o PR OB ROAR KB LA > 4 KR R
AT BENR 1950, W o i LA R
O BT R TR o 1l K R R B
HHEMHAEBEFIIERESE > B H
FEMBETH 2N Y &R G
HAAEMRMG ®ZE - WRKRW BT > 5
AREMMAKREBLWR  HMETHEK
B W AR EEME T —MEAEE L o

Lt G B s A%t 7A M 2> 3 SHANGHAI ALLIED CEMENT LIMITED

Shandong Shanghai Allied Cement Co., Ltd.
(“Shandong SAC”)

Shandong SAC leased a new dry process kiln equipped
with a calciner production line having a daily clinker
production capacity of 1,000 tonnes from Shandong
Zaozhuang Taierzhuang Cement Factory. As approved
by State quality inspection authorities, Shandong SAC
was allowed to use the brand name of “TITAN”.
Owing to stable product quality and superior service,
Shandong SAC’s products have been highly reputable
in Jiangsu and Shanghai. Prominent companies such
as Shanghai Zhuzong group, Longyuan group and
Waigaoqiao Concrete Company, have required their
projects to use “TITAN” cement manufactured by
Shandong SAC.

After modification and reform in 2002, Shandong
SAC’s production line has been in good condition.
The operation rate of the kiln for the year under review
reached 90%, which was regarded as superior as
compared to domestic figures. The daily output of the
kiln has also surpassed its design capacity. During
the year under review, Shandong SAC produced
343,000 tonnes of clinker (design capacity: 300,000
tonnes), sold 400,000 tonnes of clinker and cement,
generating a profit of RMB7,693,000.

In the implementation of cost control, by lowering
electricity consumption, coal consumption and costs
of purchase and transportation, the cost of cement
was reduced by RMB19 per tonne. This enables the
Company to further sharpen its competitive edge.
Shandong SAC was accredited by Zaozhuang City as
an exceptional foreign investment enterprise and
evaluated by China Building Materials Industry
Association as one of the top-100 trustworthy
enterprises in China that has managed to
simultaneously maintain superior quality and service.
The success of Shandong SAC has brought to the
Group valuable experiences on the expansion of the
cement business and has also created for the Group

an additional profit centre.
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The major customers of cement are as follows:

Shanghai Hongda Concrete Co., Ltd.

Shanghai K. Wah Concrete Co., Ltd.

Shanghai Pudong New Area Waigaoqiao Concrete
Mix Co., Ltd.

Shanghai Shentong Concrete Co., Ltd.

Longyuan Construction Group Co., Ltd.

Shanghai Zhuzong Materials General Corporation

Shanghai Yang Fan Architectural Material
Supplying Co., Ltd.

Shanghai Sanxing Concrete Products Co., Ltd.

o s @ s A R A A (Guang Jing)

Shanghai Tunnel Engineering Co., Ltd.

v R VE Bk T FER #E A R A A (Jin Jiang
Cheng)

At present, the Group ranks 42nd nationwide among
enterprises engaging in the same industry in regard to
the volume of cement produced and distributed.
Regarding realized profit, the Group ranks 9th
nationwide among such enterprises (source: The
Information Centre of China Building Materials
Industry). The ERP system applicable to the cement
business was completed and entered into normal
operation, and its performance has been satisfactory.
At the same time, the Group is striving to prepare for
the upgrade of the ISO9002 quality assurance system
to the ISO2000 version.

Natural Stone and Ceramic Tile Business

In 2002, re-engineering of the business of the two
factories in Foshan continued, and a manager was
dispatched from Shanghai to assume the position of
general manager at these subsidiaries. The mode of
operation management of the two factories was
modelled after the Group, with organization
streamlining, office combination and reduction of
headcount by more than 30 persons implemented to
reduce cost and expenses and raise product quality.
As a result, the operation and competitiveness of these

two factories have improved. “TRIWA” tiles, which

Ll BB s AL 19 7% B .03 SHANGHAI ALLIED CEMENT LIMITED
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are used for paving public squares, have not only
successfully entered into the Hong Kong market; they
have also been selected by key projects in Shenzhen
to be the only brand of tiles used for the purpose and
the success is encouraging. The Group resolves that
the primary mission for 2003 will consist of cost
reduction, the development of new products and new

markets, and the improvement of operation conditions.

In 2002, the Group established ¥ Yl 17 £ #E i Ft & 44
f BR A E (“TRIWA Shunsheng”) and successfully
developed a clientele base and a supplier base for the
ceramic tile and stone business, as a result of which
sales turnover experienced a sharp increase. Product
sources include countries such as China, Italy, Japan,
Spain, etc., and product types include ceramic tiles
for various purposes, natural stone, artificial granite,
conglomerate marble and glass products. The Group’s
sourcing and delivery capacity has obviously
improved, and its long-term strategy consists of
continuously strengthening its sourcing ability and
logistics capacity, with a view to become a supplier
specialized in the provision of ceramic tiles, stone
and related construction materials. As a professional
and innovative supplier, the Group endeavours to
enrich and perfect the living, working and residential

environment of its end-users.

During the year under review, the Group’s ceramic
tile and stone business was successfully selected as
the supplier to the following notable projects:
Shenzhen Huawei Engineering and Research Centre,
Nanjing Television University campus, Nanjing
Dayang Department Store, Shenzhen Cyber Times,
Guangzhou MTR Phase II, Hong Kong MTR, Po Tat
Estate shopping arcade, Mongkok pedestrian overpass
Phase I, Metro Harbour View Phase I in Tai Kok Tsui,
Hong Kong University maintenance project, Tsingma
Bridge panoramic terrace. For the year under review,
the business turnover of this sector was
HK$18,650,000, and profit before taxation was
HK$2,573,000.

ZZZZFFH ANNUAL REPORT 2002
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3. Internal Management

The Group endeavours to make use of all development
opportunities to educate and train its backbone staff,
with a view to create a professional, trustworthy and
loyal managerial team that will readily accept the
corporate principles and grow with the Group. The
Group has come to an understanding with its staff:
“professional managers realize their self-worth
through hard work, trustworthiness, innovation,
performance and continuous self-improvement. They
should never cease to strive for excellence in order to
retain their shine. If an employee regards himself as
a professional manager, huge workload will no longer
be boring, difficulties and problems appearing at any
moment will no longer cause panic, perpetual
innovation will no longer create confusion and ruthless
competition will no longer pose a threat. No successful
professional manager will ever give in to defeat, but

he will continue to strive for perfection”.

From the above analysis, Shanghai SAC, Shandong
SAC and TRIWA Shunsheng have obviously become
the Group’s profit centres. Furthermore the business
of these subsidiaries continues to prosper. The Group
has therefore resolved to pursue the same strategy,
with a view to create additional profit centres and

obtain better return for its shareholders.

FINANCIAL REVIEW

The net profit attributable to shareholders for the year
ended 31st December, 2002 was HK$45,082,000. The
financial statements of the Group have consolidated those
of Shanghai SAC since 14th March, 2002, the date of it

becoming a subsidiary of the Group.

Liquidity and Financial Resources

The Group’s capital expenditure and daily operations and
investments were funded by cash generated from internal

operations and loans by principal bankers.

Ll BB s AL 19 7% B .03 SHANGHAI ALLIED CEMENT LIMITED
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The Group continued to maintain a healthy balance sheet,
with high liquidity and cash reserves of HK$92,631,000
which included HK$5,107,000 of pledged short-term bank
deposit. The Group had a current ratio of approximately

1.52 compared to that of 1.97 as at 31st December, 2001.

Capital Structure

As at 31st December, 2002, the net assets of the Group
amounted to HK$310,962,000, increased by 16.9%,
compared to 31st December, 2001. The bank borrowings
in current liabilities amounted to HK$133,946,000 of which
approximately 99% were at fixed rates. The gearing ratio
(net bank borrowings over net assets) was 13.3%, compared
to that of a negative 10.8% as at 31st December, 2001.
The Group closely monitored the borrowings to maintain

the gearing at a reasonable level.

Foreign Exchange Fluctuation

Since the Group’s operations were mainly located in
Mainland China, most of the bank borrowings were
obtained from the banks in Mainland China in Renminbi,
which resulted in minimal risk of foreign exchange

fluctuations.

Charges on Assets

As at 31st December, 2002, bank deposits of HK$5,107,000
(2001: HK$7,256,000) were pledged with banks to secure
the Group’s bank borrowings. As at 31st December, 2002,
the Group had secured bank borrowings of HK$216,000,
compared to that of HK$1,089,000 as at 31st December,
2001.

ZZZZFFH ANNUAL REPORT 2002
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Contingent Liabilities

As at 31st December, 2002, guarantees given to bank and
financial institution by the Group in respect of facilities
utilized by fellow subsidiaries and third parties were
HK$56,604,000 and HK$22,169,000. The discounted
commercial bills amounted to HK$35,577,000. As at 31st
December, 2001, the Group did not have any material

contingent liabilities.

EMPLOYEES AND REMUNERATION POLICIES

As at 31st December, 2002, the Group including its
subsidiaries but excluding associates, employed 528
persons (2001: 253). The increase was mainly due to the
consolidation of Shanghai SAC. The remuneration policies
and bonus schemes of the Group are based on the

performance of the staff and market conditions.

MARKET RISK ANALYSIS

According to statistics of the Information Centre of China
Building Materials Industry, for the three years from 2000
to 2002, the sales volume of cement in China (excluding
Hong Kong) were respectively 597, 661 and 704 million
tonnes per year. It is predicted that in 2003 the sales volume
of cement will exceed 700 million tonnes, and the upward
trend will continue. However, the tendency for enterprises
engaging in the cement industry with vertical kilns to
develop the new dry process has also reached a zenith. In
2002, 51 dry process production lines went into production
and the output capacity for clinker was increased by 30.8
million tonnes. Output capacity increase as a result of
investment in the new dry process in 2003 is predicted to
be approximately 40 million tonnes. Furthermore, the
various enterprises engaged in the cement industry have
accordingly laid down their aggressive development plans.
It is estimated that the cement output in 2005 will grow
by 142.6%, as compared to 2002, which is an alarming

increase.

Ll BB s AL 19 7% B .03 SHANGHAI ALLIED CEMENT LIMITED
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Development in this direction is beneficial to China, as
enterprises that are engaged in the industry may gradually
break away from the situation where vertical kilns are the
majority. But since the speed of development seems to
have exceeded the needs of the regional market, the price
of cement tends to decline. As certain enterprises are
mostly relying on loans for business expansion, if China
ceases to continue the low interest policy, heavy debt will

only incur higher risks.

As the Group’s principal market for cement is in Shanghai,
competition is inevitable. However, the Group has insisted
on pursuing a development method that is appropriate to
its own situation, and will continue to implement a
moderate expansionary strategy so as to enable the Group’s
cement total output to reach 3,000,000 tonnes within a
short time. The essential concept is for the enterprise to
bring its ability into full play and heighten future economic
return. Continuous technological reform and consistent cost
reduction have helped to assure product quality and
maintain the Group’s competitive edge in the region. As a
result, the Group has always been able to initiate action in
the face of competition. As for the production/labour ratio,
the Group has managed to achieve an output of more than
3,000 tonnes per person per year when the national average
is merely 469 tonnes per person per year. The Group is to
strive to continue to rank among the nation’s top-ten
enterprises which are engaged in the same industry and

which have obtained the highest realized profits.
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Shanghai’s success in winning the right to host the World
Expo, the construction of a deep-water harbour and the
development of Chongming Island, have provided the
Group with tremendous opportunities. It is predicted that
the amount of cement required by Shanghai in 2003 will
reach approximately 18,000,000 tonnes. Also, as the project
aiming to transfer the water in the south to regions in the
north of China has started and since the pipeline traversing
eastern China will pass through Taierzhuang, where
Shandong SAC (a subsidiary of the Group) is situated, the
Group will benefit in two ways: (1) product shipment to
and from Shandong SAC will be facilitated, and (2)
immense business opportunities for Shandong SAC will
be created as it is the only cement manufacturing factory

in the region that has a dry process production line.

It is believed that China’s gross domestic product will
continue to be 7% or more, and Shanghai will likely
maintain a two-digit growth rate. Based on its experience
in domestic investment, the Group is confident that the
time is ripe to further pursue business development, given
the advantage in its geographic position and dedicated staff.
The Group will continue to uphold two business principles:
the first principle is to be profitable and the second

principle is to ensure and never to forget the first one.

Ng Qing Hai
Chief Executive Officer

Hong Kong, 20th March, 2003
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MAJOR PROJECTS FOR “TRIWA” TILES AND STONE

RINHE S5 TRRRL L
Shenzhen Huawei Engineering and Research Centre
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Nanjing Dayang Department Store
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Metro Harbour View Phase I in Tak Kok Tsui

e ERARBIRA
2 Tsingma Bridge panoramic
terrace

WA R RN

-
m
-_
e
-m
-
-
=
=

=

=

RYINBRRF
Shenzhen Cyber Times
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MAJOR PROJECTS FOR “TITAN” CEMENT
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Magnetic Levitation Rail Engineering in Shanghai
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The Riverside in Shanghai
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Shanghai Lightrail Pearl Line
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Shanghai Pudong International Airport



