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Management Discussion and Analysis
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For the year ended 31st December, 2004, the Group’s turnover was
HK$377,844,000, representing a decrease of 1.3% as compared to the
preceding year. The operating profit was HK$42,911,000, a decrease
of 58.2% as compared to the previous year while the net profit was
HK$10,414,000, representing a decrease of 79.2% as compared to the
year before. The earnings per share amounted to HK1.43 cents, a
decrease of 79.2%. Factors such as the continuous increase in price of
domestic raw materials and freight costs and the fall in the price of
cement in the second half of the year affected the profit margin.

BUSINESS REVIEW

The primary business of the Group is the manufacture and sales of
cement and the distribution of stones and ceramic tiles with Mainland
China as our major market.

Cement Business

A series of policies of macro-economic adjustments and control were
implemented in 2004 on four business segments including the real
estate sector and the cement sector in the PRC. These policies included
measures to control the bank credit facilities, to increase the
requirement for the capital proportion in fixed asset investments, to
enhance the administrative approval level and to strictly control the
land supply, thereby suppressing the growth of investment in fixed
assets. The cement market therefore experienced a slowdown in the
growth of market demand, resulting in a drop of price. Meanwhile, the
gross profit was also affected by the persistent increase in the prices of
raw materials and transportation costs, especially coal, the price of
which rose over 30%. The annual turnover and segmental profit were
HK$358,493,000 and HK$48,452,000 respectively, representing an
increase of 4.2% and a decrease of 51.2% as compared to the previous
year. The sales volume of cement and clinker amounted to 1,460,000
tonnes, representing an increase of 1.0% as compared to the previous
year. Coal is one of the major cost components of cement. With the
substantial growth of the State's economy, the price of coal has
skyrocketed and the price of quality coal in Shanghai also increased
substantially, pushing up the cost of cement by approximately
RMB 35/tonne, although the price of coal has fallen in March of 2005.
Both of Shanghai Allied Cement Co., Ltd. (“Shanghai SAC") and
Shandong Shanghai Allied Cement Co., Ltd. (“Shandong SAC"),
subsidiaries of the Group, had undertaken technological reforms in
early 2004, reducing the consumption of coal per tonne of clinker
approximately 5 kg. However, the benefits from the fall in consumption
are more than offset by the significant increase of the procurement
costs of coal and hence the manufacturing costs of cement for both of
the subsidiaries rose by 17% and 18.9% respectively as compared with
2003. Besides, the suspension of production for more than 20 days due
to technological reforms undertaken early this year reduced the
production volume by tens of thousands of tonnes. Such reduction at a
time when the price of cement was at a high level reduced the Group’s
profit by approximately HK$10,000,000.
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Management Discussion and Analysis (Continued)

BUSINESS REVIEW (Continued)

Cement Business (Continued)
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Shanghai SAC
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Factory buildings of Shanghai SAC in Shanghai
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The output of Shanghai SAC’s clinker and
cement amounted to 684,900 tonnes and
987,400 tonnes respectively, representing a
decrease of 4.5% and 0.7% as compared to
the previous year. The annual sales volume of
cement was 961,000 tonnes, representing a
decrease of 3.6% while the segmental profit
was HK$42,101,000, representing a decrease
of 49.6% as compared to the preceding year.

A thorough overhaul and technical reform of Shanghai SAC’s
production line undertaken early this year caused a negative
impact to the output and the costs during the first half of the
year. However, when normal operation of the equipments
resumed, the consumption of coal for each tonne of clinker
dropped and the daily output volume of kiln increased by 5%.
The production line has become more competitive. The tax
reduction and exemption privileges previously enjoyed by
Shanghai SAC, being an advanced technological enterprise,
expired at the end of 2003. Starting from the beginning of
2004, Shanghai SAC has to pay profits tax at the normal rate
according to the State’s tax regulations.

Shandong SAC
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Factory buildings of Shandong SAC in Shandong previous year. The segmental profit was

HK$11,895,000, representing a decrease of
43.0% as compared to the year before.

The output of Shandong SAC’s clinker for the
year amounted to 373,000 tonnes, being
about the same as the previous year. The
output of cement amounted to 447,000
tonnes, representing an increase of 24.9% as
compared to the preceding year. The sales
| volume of clinker and cement for the year
.| amounted to 486,000 tonnes, representing an
increase of 8.5% as compared to the
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BUSINESS REVIEW (Continued)

Cement Business (Continued)

3. Shandong Allied Wangchao Cement Limited (“Allied
Wangchao”)
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Allied Wangchao, with a daily clinker production
capacity of 2,500 tonnes and in which the Group
had invested approximately HK$160 million, will
undergo testing in the first half of 2005. The tests
include inspections of hardwares, linking tests,
centralised system programming and formula
tests. Trial production will commence afterwards.
That production line, equipped with advanced
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commencement of operations. The investment
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was mainly funded by bank borrowing of
HK$105,000,000.
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Stone and Ceramic Tile Business

The turnover for the year was HK$19,351,000, representing a decrease
of 50.1% as compared to the preceding year. The segmental profit was
HK$2,703,000, representing a decrease of 68.7% as compared to the
preceding year, which was mainly attributed to developers’
adjustments to their business strategies and project progress due to the
policies of macro-economic adjustments and control of the Mainland
and the increase in prices of materials imported from Europe.

Slag Powder Plant
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The Group’s slag powder plant with an output of
140,000 tonnes slag powder per annum located
in the western suburb of Beijing commenced
testing in 2004 and underwent trial production in
the first quarter of 2005. Slag powder is one of the
supplementary materials in the production of high
quality concrete, while its cost is lower than its
substitute — gelatinous material. It is expected that
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" the plant will become another profit centre of the

Slag powder factory buildings in Bejjing Group after its commencement of production.
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Management Discussion and Analysis (Continued)

FINANCIAL REVIEW

Liquidity, Financial Resources and Capital Structure

The Group’s capital expenditure and daily operations and investments
were funded by cash generated from internal operations and loans by
principal bankers. The Group continued to maintain a sound balance
sheet, with reasonable liquidity and cash reserves of HK$67,975,000,
which included HK$5,924,000 of pledged short-term bank deposit.
The Group had a current ratio of approximately 1.38 (at 31st
December, 2003: 1.99). At 31st December, 2004, the net assets of the
Group amounted to HK$320,139,000. The bank borrowings in
liabilities amounted to HK$230,418,000, of which approximately
45.7% were at fixed rates. The gearing ratio (net bank borrowings over
net assets) was 50.7% (at 31st December, 2003: negative 4.7%). The
substantial increase in the gearing ratio was due to the additional Hong
Kong Dollar bank loan of HK$105,000,000 arranged by the Group for
the capital expenditure for the construction of the plant of Allied
Wangchao towards the end of 2004. The Group will continue to closely
monitor the borrowings to maintain the gearing ratio at an acceptable
level.

Foreign Exchange Fluctuation

Since the Group’s operations were mainly located in Mainland China,
transactions which were carried out were primarily denominated in
Renminbi. As such, the foreign exchange exposure will have no
significant impact to the Group, except for the Hong Kong Dollar bank
loan mentioned in the above paragraph.

Charges on Assets

At 31st December, 2004, bank deposits of HK$5,924,000 were
pledged with banks to secure the Group’s bank borrowings. At 31st
December, 2003, the bank deposits amounted to HK$5,914,000.

Contingent Liabilities

At 31st December, 2004, guarantees were given to banks by the
Group in respect of facilities utilised by fellow subsidiaries of
HK$75,472,000 (at 31st December, 2003: HK$75,377,000), and no
guarantee was given to any bank in respect of facilities utilised by third
parties (at 31st December, 2003: HK$28,302,000). The discounted
commercial bills amounted to HK$18,208,000 (at 31st December,
2003: HK$50,061,000).
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Management Discussion and Analysis (Continued)
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FINANCIAL REVIEW (Continued)

Commitments

At 31st December, 2004, the Group’s capital expenditure contracted
but not provided for in the financial statements in respect of the
property, plant and equipments was HK$34,921,000 (at 31st
December, 2003: Nil) and there was no investment made for the
establishment of any Sino-foreign joint venture company in Mainland
China (at 31st December, 2003: HK$37,192,000).

BUSINESS DEVELOPMENT

Despite the fact that various marco-economic adjustments and control
measures had suppressed the development of four major businesses,
the domestic economy in China still saw a strong growth of 9.5% in
2004, in which fixed assets investments still reached a growth
rate of 25.8%. The Group will continue to develop its own and
construction — related businesses at a steady pace in line with the
normal development of the general economy. “Only engaging in
businesses with extensive prior exposure” remains to be our
fundamental development guideline in an ever-changing operating
environment.

Cement Business

Cement production lines in China are generally equipped with vertical
kilns or new dry process rotary kilns. Vertical kilns are of low
technological level and output with no guarantee on quality, while
rotary kilns have advanced technology and high output and quality.
Though the total market output is presently mainly from vertical kilns,
the cement market is entering into a new phase of elimination under
the intense market competition, in which inefficient production lines
are replaced by new production lines. In the long run, it would be
beneficial for the Group as we produce cement with the new dry
process. The Group is committed to persistently improve the existing
technology, enhance the quality and reduce the costs in order to boost
its competitiveness.

Main cement suppliers in Shanghai, which is the Group’s principal sales
market, have continuously increased the supply volume in the market
while the demand has basically remained steady. Accordingly, the price
of cement dropped. Under such circumstances, increasing sales volume
by price reduction would only create additional pressure on the market
or even jeopardise the market. Thus, the Group shall extend its
marketing effort in Shandong, northern part of Jiangsu, northern part
of Anhui and other regions in order to avoid over-concentration in
Shanghai, thereby increasing our ability to resist risk.
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Management Discussion and Analysis ( Contmued)

BUSINESS DEVELOPMENT (Continued)

Cement Business (Continued)

With factors such as the rapid expansion of the urban area of Shanghai,
the continuous development in urban planning, the organisation of the
2010 World Expo in Shanghai, industrial projects (including Shanghai
SAC) in the area will be subject to the pressure of outward movement
but at the same time will bring business opportunities.

Stone and Ceramic Tile Business

As affected by the exchange rate of the Euro, the price of imported
materials in China is still on the rise, which undermines our
competitiveness. On the other hand, the over-supply by domestic
manufacturers of ceramic tiles and stones, higher expectation of quality
and rising cost of environmental protection contribute to the
emergence of another phase of elimination. The Group will adjust the
portfolio of domestic and foreign manufacturers in accordance with
the market demand and consolidate and develop the market by
introducing new products and improving our service quality. Following
the commencement of project works and the relevant ancillary
construction works for the 2008 Olympic Games and 2010 World Expo,
the demand for imported materials and domestic quality materials will
benefit in the future.

Slag Powder Business

It is expected that given the persistent growth in the domestic real
estate market and development of infrastructure in the future, in
particular in Beijing and its surrounding areas, the demand for relevant
materials will continue to grow. The Group has formulated a set of
marketing strategies to capture market share.

EMPLOYEES AND REMUNERATION POLICIES

At 31st December, 2004, the Group including its subsidiaries but
excluding its associates, employed 804 employees. The remuneration
policies of the Group are based on the prevailing remuneration level in
the market and the performance of respective companies and
individual employees.

By Order of the Board
Ng Qing Hai
Chief Executive Officer

Hong Kong, 23rd March, 2005
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