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MANAGEMENT DISCUSSION AND ANALYSIS

B B e oy

BUSINESS ENVIRONMENT

The year 2003 brought the Group a favorable operating environment.
Continuing growth in the People’s Republic of China (the “PRC”)

economy increased demand for the Group’s products.

Cement is a fundamental raw material essential for the development of
the PRC economy. The development of the cement industry is closely
correlated with fluctuations in GDP growth and the investment in fixed
assets. According to Statistical Communique of the PRC on the 2003
National Economic and Social Development, in 2003, the PRC’s total
investment in fixed assets amounted to RMB5,511.8 billion, representing
an approximately 26.7% increase from 2002, of which, infrastructure
investment was approximately RMB2,272.9 billion, representing an
increase of approximately 28.7% from 2002, and real-estate was
approximately RMB1,010.6 billion, representing an approximately
29.7% increase from 2002. As total investments in fixed assets grow,
cement consumption increases correspondingly. In 2003, total cement
production in the PRC was approximately 813 million tonnes,

representing an approximately 17.0% increase over 2002.

OPERATING RESULTS

For the year ended 31 December 2003, despite the sudden outbreak of
Severe Acute Respiratory Syndrome (“SARS”) in the first half of the year,
the Group’s turnover still amounted to US$78,012,000, representing an
increase of 15.0% over the corresponding period of the previous year.

Profit for the year amounted to US$19,017,000, representing an increase
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MANAGEMENT DISCUSSION AND ANALYSIS

of 85.4% over 2002 and also an increase of 25.1% over the profit forecast
of US$15,200,000 as stated in the prospectus of the Company dated 2
December 2003 (“Prospectus”).

The increase was mainly due to the rapid growth of the PRC economy as
well as the outbreak of SARS in the first half of 2003 which delayed the
construction of infrastructure till the second half of 2003, and in
particular the rapid increase in investment in fixed assets in Eastern
China has prompted strong demand for cement. The price of cement has
been increasing since the third quarter of 2003 and has further increased
in the fourth quarter. The Group recorded a more favourable gross profit
by leveraging on its strength of production technology to adjust the
production structure. Meanwhile, effective control over costs and

expenses also resulted in a higher profit for the Group.

BUSINESS REVIEW

Sales Overview

In the year under review, the Group reported a consolidated turnover of
US$78,012,000 representing a 15.0% increase over 2002. The increase
arose from the Group’s efforts in leveraging the strengths of its marketing
network and distribution channels. As a result of strong market demand
for the Group’s products, the Group has been producing over its designed

capacity.
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The Group adopted a marketing strategy with a focus on high-grade AR BB AT DA AR SR K 8 Ay T A Tl 455 8
cement in response to increasing domestic demand. Currently, sales of BRI > DUBL A B A AR KR H 5
high-grade cement represents approximately 67.1% of the Group’s BR A TR BN R AR K JR AL A 4
turnover. However, the domestic consumption of low-grade cement is BEBAOTN% o IR >y A T 357 BN AE
still enormous and the Group will continue to produce a certain KV TR AR » A BN & %
percentage of low-grade cement. It can help the Group to diversify its FELME Ry — & LU Y I BE 55K 8 Y A E

markets, meeting the requirements of different customers, and —HEA LTS WEAFEEFWN
establishing a long-term relationship with the customers. This product W AL E IR ] B F s
strategy will help the Group develop the market for high-grade cement in RIBR > A By BH 3 R A B 58K U8 i

the future. 5 o
Breakdown of turnover by products BRI ($2E )
(Year ended 31 December) (HE1ZH="1—HIFE)
Year 2003 Year 2002
S 2E —ERk

Products Turnover Percentage (%) Turnover Percentage (%)
P i BEH Bl BEH Hor i

(US$°000) (US$°000)

(F#7x) (F%#0)
Cement Kk
52.5 52.5 % 14,457 18.5 4,864 7.2
42.5 425%% 37,874 48.6 33,388 49.2
325 3255k 24,653 31.6 27,227 40.1
Subtotal N 76,984 98.7 65,479 96.5
Clinker 2okt 1,028 1.3 2,362 3.5
Total At 78,012 100.0 67,841 100.0
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Nanjing International Exhibition Centre T o B S

Breakdown of turnover by region BEB S (G 1)
(Year ended 31 December) (# £+ _H=+—HIFFE)
Year 2003 Year 2002
S 2E —ERs

Sales Region Turnover Percentage (%) Turnover Percentage (%)
885 o I BEH Hal e AR

(US$°000) (US$°000)

(F3#7) (T3#7c)
Jiangsu Province LEEE 35,656 45.7 19,548 28.8
Zhejiang Province WA 25,889 33.2 26,871 39.6
Shanghai Municipality ~— F ¥ {7 9,660 12.4 12,802 18.9
Fujian Province REA 3,574 4.6 6,352 9.4
Guangdong Province ERAE 2,014 2.6 1,515 22
Export o 1,219 L5 753 1.1
Total At 78,012 100.0 67,841 100.0
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Shanghai Subway Mingzhu Line Fig > HTRE

In 2003, the Group constantly improved its market coverage and
expanded its marketing network. Due to government policy, more and
more cities in Jiangsu Province were required to use high-quality cement.
To meet such requirements, the Group set up new sales offices in Jiangsu
Province. As a result, sales in Jiangsu Province increased as compared to
that of last year, accordingly sales in Zhejiang Province, Shanghai

Municipality and Fujian Province decreased.

Chia Hsin Cement Greater China Holding Corporation
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MANAGEMENT DISCUSSION AND ANALYSIS
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Gross Profit Growth EFHE

In 2003, the Group’s gross profit increased by 34.2% over 2002 to W EECAE S OREBEMNE M2
US$30,669,000. Such achievement was mainly derived from the rational 30,669,0003 76 » W FFE A
marketing and distribution network, a fair price control system and an 34.2% o AL FREIAG B RUH - EEZH

optimal product structure and effective cost control. JA A BT 5 A s A A AT
TS T R AT~ BB 5 0 B
A HE i FT 2o
Gross profit by product 22 iy 3] 74 19 B A
(Year ended 31 December) (BF+ -H=1T—HIFE)
Turnover Gross Profit
BEH EH
Product Amount Percentage Amount Percentage
2 JEH H &3 Bl &H Bl
(US$°000) (%) (US$°000) (%)
(F#7x) (F#*7x)
Cement Kk
52.5 52.5 % 14,457 18.5 5,472 17.8
42.5 42,5 %% 37,874 48.6 15,444 50.4
32.5 32.5%% 24,653 31.6 9,359 30.5
Subtotal N 76,984 98.7 30,275 98.7
Clinker 2o 1,028 1.3 394 1.3
Total At 78,012 100.0 30,669 100.0

A 5 T Bl e A £ o
JRAS A AR L
FHE B > s i 1R

The Group implemented a stringent
cost control system and strengthened

its materials management, and

successfully overcame unfavourable BHE M BTSSR F
factors such as increase in the prices of R RZER=ES K
raw materials. In 2003, average cost of 45 8] 5 M EE 1O 2
the Group’s product per tonne AMEETHT32% -

decreased by 3.2% as compared to that

of last year.

Advanced Central Control Room 453 1Y i g 42 il %=
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Net Profit Growth AR

A B AR R 38R S B R el B S > R
AR BRI 5 19,017,00035 G > B L AER N

Due to the significant growth in gross profit and stringent control over

expenses, profit of the year amounted to US$19,017,000, representing a

85.4% increase as compared to that of last year. 85.4% °
Operating highlights: R
Increase
Item Year 2003 Year 2002 (Decrease)
JHH e 2 S 2= e S ()
US$°000 US$°000 %
SN T#7C H 7k
Turnover R 78,012 67,841 15.0
Cost of sales $HEE A 47,343 44,984 5.2
Gross profit B 30,669 22,857 34.2
Administrative expenses BB 52 3,236 1,293 150.3
Distribution costs oy 85 AR 5,546 6,242 (11.2)
Finance costs il A 2,907 5,108 (43.1)
Profit from operations 28 8 Y6 21,810 15,290 42.6
Profit for the year A A 19,017 10,258 85.4
Earning per share - HREM —
basic (US cents) FEA (FEA 2.08 1.14 82.5

During the year under review,
the Group tightened its
budget management and
exercised stringent control
over expenses, thus resulting
in a more favourable increase
in net profit. Due to listing
related expenses and provisions
for bad and doubtful debts,
administrative
increased US$1,943,000 as

compared to that of last year.

expenses

Nanjing Mass Transit Railway

AR

All other trade receivables are within the given credit period and of good

quality.

Chia Hsin Cement Greater China Holding Corporation
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MEERLRHDES

W oEZE=F+_H=+—H  AEH
B 48 & BB T 47,073,000% € £
316,514,000 7C > F B HE R #HT K
e B B B A DL B R A E R TS &

A

FINANCIAL RESOURCES AND LIQUIDITY

As at 31 December 2003, the total assets of the Group increased by
US$47,073,000 to US$316,514,000, which were mainly financed by the
issue and placing of new shares and funds generated internally from

operations this years.

:\-I:L o
Changes in Asset and Liability Items B H I H)
2003 2002 Changes Percentage (%)
SHESE CFEH 21 Fi4 It
US$°000 US$°000 US$°000
FF#E FFEIL FFEIL
Current assets TE) B E 89,098 40,060 49,038 122.4
Non-current assets B E 227,416 229,381 (1,965) 0.9)
Total assets MR 316,514 269,441 47,073 17.5
Current liabilities B A E 22,684 42,112 (19,428) (46.1)
Non-current liabilities I Ui B A R 109,340 234,303 (124,963) (53.3)
Capital and reserves BEA Kk A 184,490 (6,974) 191,464 2,745.4
Total equity and liabilities A J £ i 40 % 316,514 269,441 47,073 17.5
Capital Expenditure ¥ N 53

During the year under review, capital expenditure on non-current assets
amounted to US$6,370,000, most of which was used for technological

modification.

Changes in Working Capital and Support from External Borrowings

At 31 December 2003, the currents assets of the Group amounted to US$
89,098,000, comprising mainly inventories of US$10,339,000, trade
receivables of US$8,529,000 and bank balances and cash of
US$64,992,000. The increases in bank balances and cash were mainly
attributable to the issue and placing of new shares. The net proceeds from
the issue of shares were US$44,023,000. The Group has not applied any
of the proceeds by the end of 2003.

N AR A JELENE A R B AR
#6,370,000% 00 > Ko FERB EEH
TN R T

BT 2R B IME KR

MNEFEE=ZFFZH=1—H KEM
Y UL ) ¥ 7 489,098,000 7 » FEE AL
7 $10,339,0003 7T ~ FE i iR 8,529,000
T M BRAT 45 LB 4 64,992,000 7T ©
WATHE RSB S0 > FE R R BT
T T B G P 473 T B o AT 3 P A 1 i 75
NI B 55 44,023,0003 00 o AR B
FTF AR TR AT AR B AR Aol 15 510
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MANAGEMENT DISCUSSION AND ANALYSIS
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As the Group continued to implement tighter credit policy, trade H A A 4R T A AT T BRAR O[5 B A

receivables decreased in 2003 compared to that of in 2002. M > —FFE AN ERERE FE
FER D o
Maturity analysis of bank borrowings of the Group as at 31 December R-FF=ZFF_H=+—H  AEH
2003 is as follows: PSR BB H A ran R
As at 31 December 2003 As at 31 December 2002
RE-RF=ZHFZA=Z1T—H AR E A=
US$°000 Percentage (%) US$ 000 Percentage (%)
(%) H At (F#7) H A
Not exceeding one year N — A 12,046 9.9 27,634 28.0
More than one year but —&p Lk
not exceeding two years R 3 T AR 14,390 11.9 20,384 20.6
More than two years but ML
not exceeding five years [N NS 63,120 52.0 45,770 46.3
More than five years AR E 31,830 26.2 5,000 5.1
Total At 121,386 100.0 98,788 100.0

As at 31 December 2003, the bank borrowings were secured by the R-FF=ZFF_H=+—H  AEH
property, plant and equipment, land use rights and bank deposits of the FH A BCSR AT A I A 2 HE Y ) %
Group with a total net book value of approximately US$161,720,000. JCGS ~ SO~ Bl T HE R R AT A K

R THI {5 (B4 45 161,720,000 T ©

Turnover Days, Liquidity Ratios and Gearing Ratio SR~ B &R REARA G
b %

e EL AL
FHILES O DA 2)
W LTt i 5
DTS S ST
B o 2 TE AR 9 4
B ¢%@&%m

In 2003, raw material
prices, especially coal,
have been continuously
increasing and supply in
the market has been

tighter compared to 2002.

In order to ensure a steady HAt R ﬁ
supply of coal, the Group :_Et » AEATE G
improved payments to its  Shanghai Hugingping Expressway II i 17 F-24 Bt 1 f 4 39 39 H {JEJE 9‘
suppliers causing trade F26H o A5 E IR

payable turnover period to decrease from 39 days to 26 days. The Group B 2 A - IR PSS > 1B
also increased its safety stock of coal to ensure continuous operation. This AHEBHBMH4H M E —FE =4

Chia Hsin Cement Greater China Holding Corporation



MANAGEMENT DISCUSSION AND ANALYSIS
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resulted in an increase in inventory turnover period from 74 days to 80
days in 2003. As the Group continued to implement tighter credit
policy, the turnover of trade receivables decreased from 80 days to 46
days. The current ratio and quick ratio for year 2003 increased from 1.0
and 0.7 to 3.9 and 3.5 respectively. The increase mainly represented the
net proceeds from the issue and placing of new shares. The gearing ratio
(i.e. bank borrowings over total assets) and debt to equity ratio (i.e.
bank borrowings over shareholders’equity) were 38.4% and 65.8%

respectively.

Structure of Interest-Bearing Borrowings

At 31 December 2003, the Group had interest-bearing borrowings of
US$121,386,000, comprising unsecured short-term bank loans of
approximately US$2,416,000,
and secured bank loans of

approximately
US$118,970,000.
The unsecured short-term
bank loans are denominated in
RMB, bearing an average
interest at rate of 4.54% per
annum and repayable within
one year. These unsecured
short-term bank loans consist
of two revolving loans, both Longtan Container Jetty of Nanjing Harbour
with principal amount of RMB10,000,000 (equivalent to approximately
US$1,208,000) each. The secured bank loans are denominated in US
dollars and bears an average interest of LIBOR plus 0.986% per annum.
For the aggregate bank loans of approximately US$121,386,000, as at 31
December 2003, approximately US$12,046,000 is repayable within one
year, approximately US$14,390,000 is repayable in the second year,
approximately US$63,120,000 is repayable in the third to fifth years and
the remaining approximately US$31,830,000 is repayable over five years.

P A HE TR SR AR T

()80 H o B A 45 B 48 4 B 47 30 B AR 1Y
o RS Bt R AR Y A 3 P 80 H i
FA6H o ZFT ZAFEM ) R L B
R4 1 A 1065 2 0.745% 38 253,965 3.5
> E B TR AT OB R BT A K
TR E - BAA MBI (BPER1T 153K
Wi LA ) AR T A LR (B SR AT
1 B DL SRR AR ) oy Bl B 38.4% K
65.8%

it B A5 ik A

REEEZAEF T H =4 H o AEEAR
BB $121,386,0003 7T » L35 4 KA 4
SRAT B 342,416,000
S0 KA IR T B
A 118,970,000
ﬁ o

3 G 41 S 0 SR AT B
FUANR®EE
g oo S e
4.54JFEFHE > WZE
— RN R o %S
B K A J A SR AT B
F B W E G
REX > £AMAK
S B N R 1 10,000,0000T (R 45 i 47
1,208,000 70) A K ER1T B DL SE T
SEAE > T34 ) 4 A BOERAT IR 2E 4R B
JAE R 20,986 515 o it “FET =4+
“HE+ B BT ERBAEYE
121,386,0003 7 - H 1 #712,046,0003 7T
JE — 4 N ~ 4714,390,0009 JC 78 b
B AEMEIR - £63,120,0003 TC A Y 8 =
25 TR R 5 T R4 31,830,000 0
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Outlook of the Group’s production facility 4 [B] 4 7 5 b A1 5

Foreign Exchange Exposure

Except for the purchases of machinery and equipment from European
countries in EURO dollars and the US dollars loans borrowed from
financial institutions, the Group does not use foreign currency in its daily
operations. The Directors consider that the Group has limited foreign

exchange exposure and the cost of hedging would outweigh its benefit.

FUTURE DEVELOPMENT

With the growth in the PRC economy, the 2008 Beijing Olympics and
2010 Shanghai World Expo as well as the commencement of the water
project diverting water from the south to the north which is the largest of
its kind in the world, the growth in the demand for cement in the PRC is
expected to remain high in the coming years. In view of the enormous
market demand, CHC Greater China will capitalise on the business

opportunities by expanding its production lines.

Chia Hsin Cement Greater China Holding Corporation 2003 Annual Report
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MANAGEMENT DISCUSSION AND ANALYSIS

Expansion of Production Capacity

The continuing growth of the PRC economy has prompted strong market
demand for the Group’s products, and the Group has been producing in
excess of its designed capacity. Also, in anticipation of the further growth
in market demand, the Group began to expand its cement grinding mill
in August 2003. The expansion is expected to be completed in August
2004 and will increase the grinding capacity of clinker into cement from
the current capacity of approximately 2,900,000 tonnes to 3,700,000
tonnes per annum. Once the increase in the grinding capacity is achieved
in August 2004, the targeted full-year production capacity for 2004 will
increase to 3,100,000 tonnes of cement. The full impact of the increase in
the grinding capacity will be realised in 2005 and the targeted full-year
production capacity will be 3,700,000 tonnes of cement. During 2004
and 2005, the Group will continue to source clinker for processing into

cement from other parties to meet its production target.

To cater for the continuing increase in market demand, the Group plans
to construct a second production line adjacent to the current production
line which will increase its cement production capacity by approximately
2,900,000 tonnes. Construction is planned to begin in the first quarter of
2004 and is expected to be completed in the fourth quarter of 2005. The
Group’s profitability is expected to be further enhanced as a result of
economies of scale arising from the addition of the second production

line.
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The Group’s private shipping terminal S 2 RN SRR IR
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Expansion of the Capacity of the Shipping Terminal

Efficient logistic support is crucial to the Group for it to remain
competitive within the industry. At present, the shipping terminal owned
by the Group is equipped to handle an annual throughput of 3,000,000
tonnes of cement and raw materials. To deal with the expected increase in
volume from the second production line, the Group plans to build a new
terminal attached to the current terminal with a throughput capacity of
3,000,000 tonnes of cement and raw materials. Construction is expected
to begin in the fourth quarter of 2004 or the first quarter of 2005 and to

be completed within one year.

Expansion of Sales Network in the PRC

As of the year end 2003, the Group had nine offices for marketing
activities. These offices cover marketing activities not only within the

designated cities but also neighboring areas.

As the government requires more and more cities to use high-quality
cement, demand for the Group’s products will continue to increase. In
the meantime, the Group’s production capacity will be increased
following completion of the expansion of the cement grinding mill and
the second production line. The Group plans to set up a total of nine new
offices in 2004 and another eight in 2005.

Chia Hsin Cement Greater China Holding Corporation
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The Group’s Marketing Network (Present-2005)
REEZ T HERBEL (BWE_FFLE)
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Looking forward, the cement industry in China is currently going
through a stage of structural adjustment. The Chinese government has
adopted policies which support the larger producers with advanced
production and management control and restrict the growth of smaller
producers. As one of the top producers in the cement market in China,
the Directors are of the view that CHC Greater China will benefit
considerably from these government measures, and more importantly,

bring attractive profit contribution to the shareholders.

Jingyang Cement Factory 57K JE 8L

Existing Sales Offices I3 G E M ER

Planned Addition in 2004 5T &|P ZZ = F L%
Planned Addition in 2005 5T &R T A FILH
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