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Shanghai Allied Cement Co., Ltd. has been awarded the Certification of ISO 9001: 2000 Quality Management
System and ISO 14001: 2004 Environmental Management System on its manufacture of Portland Cement
52.5 Type Il and Ordinary Portland Cement 42.5.
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Shandong Allied Wangchao Cement Limited and
Shandong Shanghai Allied Cement Co., Ltd. have
been awarded the China Famous Brand 2006
Certificate of “Titan” brand cement and clinker by
China Quality Supervision Inspection Committee
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Staff News — “The Voice of SAC”
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As noted on page 15, the Group has discontinued the stone
and ceramic tile business by the end of the year under review.
The presentation of the consolidated financial statements has
been changed accordingly.

For the year ended 31st December, 2006, the Group’s turnover
from continuing operations amounted to HK$384,931,000,
representing an increase of 11% as compared to the previous
year. The profit from continuing operations before taxation
was HK$17,744,000 as compared to the loss before taxation
of HK$25,058,000 for the previous year. Loss for the year
from discontinued operation amounted to HK$3,343,000
(2005: HK$7,099,000), details of which are set out in note 10
to the consolidated financial statements. Profit attributable to
equity holders of the Company was HK$387,000, as compared
to the loss attributable to equity holders of the Company of
HK$35,233,000 for the previous year. Basic earnings per share
was 0.05 HK cent, as compared to basic loss per share of 4.83
HK cents for the previous year. Economic benefit improved
mainly due to four profit centres of the Group all yielding
profits, the success of the Group in promoting fine
management and the improvement of macro-economic
environment.

BUSINESS REVIEW

The Group is principally engaged in the manufacturing and
distribution of clinker, cement and slag powder for its
continuing operations.

Cement Business

Turnover for the year was HK$367,691,000, representing an
increase of 10% as compared to the previous year. The sales
volume of cement and clinker amounted to 2,186,000 tonnes,
representing an increase of 23% as compared to the previous
year. The segment profit amounted to HK$32,790,000 (2005:
segment loss of HK$9,083,000).

The cement market in eastern China became rational in 2006.
After more than one year’s cut-throat competition, all cement
companies paid a heavy price for it and were willing to seek
dialogue and to jointly build a harmonious and orderly cement
market through communication. Cement price therefore
gradually recovered, and the average selling price of the PO42.5
cement increased more than 5% as compared to the previous
year.
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BUSINESS REVIEW (Continued)
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Cement Business (Continued)
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1.

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

Shanghai SAC's clinker production and cement sales
volume amounted to 680,000 tonnes and 956,000
tonnes respectively, representing a decrease of 2.8%
and 7.2% respectively as compared to the previous year,
and its segment profit was HK$24,616,000. Segment
loss of last year was HK$1,480,000.

The cement consumption in Shanghai reached a record
high of 26,203,000 tonnes in 2006, representing an
increase of 4.8% as compared to the previous year.
The fixed assets investment amounted to RMB392.5
billion, representing an increase of 10.8% as compared
to the previous year. It demonstrated that despite the
background of macro-economic regulation measures,
Shanghai’s GDP growth was 12% and the civil
infrastructure construction amounted to RMB112.5
billion, representing an increase of 27% as compared
to the previous year, driving up the cement consumption
and providing new opportunities for cement companies.
Shanghai SAC adjusted its product mix, increased the
proportion of the PII52.5 cement and further exploited
its own strength.

During the year, Shanghai SAC also initiated a
streamlining programme to boost efficiency and reduce
costs. Shanghai SAC actively participated in the
regulation of cement markets in Shanghai and Yangtze
River Delta to avoid cut-throat competition amongst
cement enterprises. Accordingly, cement price noticeably
recovered as compared to the previous year.
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BUSINESS REVIEW (Continued)

Cement Business (Continued)

2.
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Shandong Shanghai Allied Cement Co., Ltd.
(“Shandong SAC”)

The sales volume of cement of Shandong SAC during
the year amounted to 368,000 tonnes, maintaining the
same level as that in the previous year. The segment
profit amounted to HK$3,709,000, as compared to a
segment loss of HK$7,218,000 in the previous year.
Shandong SAC actively explored the local and northern
Jiangsu market to strengthen the competitiveness of its
“Titan” brand cement in the market. Shandong SAC
replaced raw material grinding with cement grinding,
which basically saved the production of cement from
using electricity at peak times so as to reduce the cost
by RMB3.6 per tonne as compared to the previous year.
Shandong SAC also successfully won a number of key
tenders in the South-To-North Water Transfer Project
and thus gained its market recognition.

Shandong Allied Wangchao Cement Limited
(“Allied Wangchao”)

The clinker output of Allied Wangchao during the year
amounted to 887,000 tonnes, representing an increase
of 45.4% as compared to the previous year. The
segment profit amounted to HK$4,465,000, as
compared to a segment loss of HK$385,000 in the
previous year. Allied Wangchao utilised the strength of
its own quarry and separate pier and occupied an
advantageous position in cost control and product sales.
During the year, the products of Allied Wangchao
continuously sold well, with stable quality and its
competitiveness gradually revealed. During this year,
Allied Wangchao produced low-alkaline clinker, which
paved the way for the entry of its products to the key
construction projects such as the Beijing-Shanghai High
Speed Railway.
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BUSINESS REVIEW (Continued)
Slag Powder Fine Grinding Business

Beijing Shanglian Shoufeng Construction Materials
Limited (“Beijing Shanglian™)?

The sales volume of fine grinded slag powder of Beijing
Shanglian during the year amounted to 128,000 tonnes. The
turnover for the year amounted to HK$17,240,000, as
compared to HK$12,029,000 in the previous year. The segment
profit amounted to HK$3,303,000, representing an increase
of 407% as compared to the previous year. During the year,
Beijing Shanglian improved its management standard, sold its
products well, enjoyed preferential policies from government
and boosted its competitiveness. The Group further
strengthened the management of this company to fit in with
the corporate culture and management philosophy of the
Group.

Stone and Ceramic Tile Business

The Group decided and has discontinued the stone and ceramic
tile business by the end of the year under review and will
focus on development of the cement and slag powder fine
grinding businesses.

FINANCIAL REVIEW
Liquidity, Financial Resources and Capital Structure

The Group’s capital expenditures 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 approximately HK$67,000,000 (31st
December, 2005: HK$83,138,000), which included pledged
short-term deposits of approximately HK$24,808,000 (31st
December, 2005: HK$44,054,000). The Group had a current
ratio of approximately 1.15 (31st December, 2005: 1.02). As
of 31st December, 2006, the net assets of the Group amounted
to HK$300,647,000 (31st December, 2005: HK$290,640,000).

t for identification purposes only
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FINANCIAL REVIEW (Continued)

Liquidity, Financial Resources and Capital Structure
(Continued)

The borrowings in liabilities amounted to HK$231,227,000 (31st
December, 2005: HK$239,933,000), of which borrowings from
a fellow subsidiary and a related company amounted to
HK$9,000,000 (31st December, 2005: HK$13,000,000), and
approximately 46.4% (31st December, 2005: 45.2%) of
borrowings were at fixed rates. The gearing ratio (net bank
borrowings over net assets) was 51.6% (31st December, 2005:
49.5%). The relatively high gearing ratio was the result of a
bank loan first obtained in December 2004 for funding the
construction of Allied Wangchao plant. The unexpired portion
of that bank loan was subsequently restructured in November
2006 to HK$96,000,000 bank loan repayable within the
following three years. The Group will closely monitor its
borrowings to maintain the gearing ratio at a reasonable level.

Foreign Exchange Fluctuation

Since the Group’s operations were mainly located in the
People’s Republic of China (the “PRC"), working capital
including bank deposits and borrowings was primarily
denominated in Renminbi. As such, the foreign exchange
exposure will have no significant direct impact to the Group’s
operations, except for the outstanding balance in respect of
the bank loan mentioned in the above paragraph which is
denominated in Hong Kong Dollar.

Charges on Assets

As of 31st December, 2006, bank deposits of HK$24,808,000
(31st December, 2005: HK$44,054,000) were pledged to banks
and financial institutions as collateral mainly to secure short-
term banking facilities in respect of bills payable to suppliers.
In addition, as of 31st December, 2005, the Group pledged
95% equity interest of a subsidiary, Allied Wangchao, as
collaterals for securing bank borrowings in the amount of
HK$105,000,000. This pledged security was discharged during
2006.
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FINANCIAL REVIEW (Continued)
Contingent Liabilities

As of 31st December, 2006, no guarantee was given to banks
and financial institutions by the Group in respect of facilities
utilised by fellow subsidiaries (31st December, 2005:
HK$57,692,000).

Commitments

As of 31st December, 2006, the Group had no capital
expenditure contracted but not provided for in the consolidated
financial statements in respect of the property, plant and
equipment (31st December, 2005: HK$5,533,000).

BUSINESS DEVELOPMENT

In the past four years, there has been a large increase in
cement production in the PRC. Domestically, the output of
cement in Mainland China increased from 862 million tonnes
in 2003 to 1.24 billion tonnes in 2006, which marked a growth
rate of 43.8%. Concurrently, the Group’s sales volume of
cement was 1.3 million tonnes in 2003 while its sales volume
of cement and slag powder amounted to 2.31 million tonnes
in 2006, representing an increase of 77%, which was 33
percentage points over the national average growth rate. In
the last few years, the Group endeavoured to overcome various
difficulties and focused on capacity expansion to achieve its
medium-term strategic goals. In 2007, the Group is ready to
put the kiln in the plant of Shandong SAC back to operation,
so as to further develop its internal potential and yield
maximum return.

In management aspect, the Group devotes to reinaugurate its
business, and is fully aware of the negative impacts on the
Group arising from market uncertainties, severe competition
and high demands from customers as well as adverse external
environments including macro- economic adjustment. The Group
is also fully conscious to innovate its ideas constantly, to enhance
its awareness of crisis and risk and to preserve the Group’s
characteristic, to bring more vitality to the Group and to tackle
all adverse impacts derived from various factors. At the same
time, the Group will take full advantage of the support given by
the State Development and Reform Commission, the Ministry
of Land and Resources and the People’s Bank of China, and
play a more important role in the implementation of recycling
economy strategy advocated by the government.
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BUSINESS DEVELOPMENT (Continued)

It is anticipated that cement markets in Shanghai, northern
Jiangsu and southern Shandong will keep moderate growth in
2007. Particularly, the extra large key construction projects,
such as Beijing-Shanghai High Speed Railway, the South-To-
North Water Transfer Project and the construction of the World
Expo halls, will provide business opportunities to the Group.
The Group holds a cautiously optimistic attitude towards the
market. On the other hand, despite the fact that eastern China
is where quite a number of competitors regard as important
and where large-scale cement groups converge, the Group
believes that only if it could follow the strategy of “striving for
the best rather than the biggest” and keep maintaining its
economic and technological standards in a leading position in
the industry, the Group would survive the tough competition
and make further development.

EMPLOYEES AND REMUNERATION POLICIES

As of 31st December, 2006, the Group including its subsidiaries
but excluding its associates, employed 668 (2005: 719)
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.

RISK MANAGEMENT

During the year, the Group established the relevant risk and
credit control policies and procedures for the profit centres
and also engaged Deloitte Touche Tohmatsu CPA Ltd. to
undertake an internal control assessment. All these aimed to
improve overall control system, and mitigate credit risks by
ensuring quality control of customers.

By Order of the Board
Ng Qing Hai
Chief Executive Officer

Hong Kong, 22nd March, 2007

18 | LBBHEXKERDERLA T FFR




<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /All
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (Japan Color 2001 Coated)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness false
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile (\265L)
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages false
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 150
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages false
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 150
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages false
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 300
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile (None)
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /Description <<
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000500044004600206587686353ef901a8fc7684c976262535370673a548c002000700072006f006f00660065007200208fdb884c9ad88d2891cf62535370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /DAN <>
    /DEU <>
    /ENU (Use these settings to create Adobe PDF documents for quality printing on desktop printers and proofers.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
    /ESP <>
    /FRA <>
    /ITA <>
    /JPN <>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020b370c2a4d06cd0d10020d504b9b0d1300020bc0f0020ad50c815ae30c5d0c11c0020ace0d488c9c8b85c0020c778c1c4d560002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken voor kwaliteitsafdrukken op desktopprinters en proofers. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /PTB <>
    /SUO <>
    /SVE <>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef653ef5728684c9762537088686a5f548c002000700072006f006f00660065007200204e0a73725f979ad854c18cea7684521753706548679c300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /BleedOffset [
        0
        0
        0
        0
      ]
      /ConvertColors /NoConversion
      /DestinationProfileName ()
      /DestinationProfileSelector /NA
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure true
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles true
      /MarksOffset 0
      /MarksWeight 0.283460
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /NA
      /PageMarksFile /JapaneseWithCircle
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /LeaveUntagged
      /UseDocumentBleed false
    >>
    <<
      /AllowImageBreaks true
      /AllowTableBreaks true
      /ExpandPage false
      /HonorBaseURL true
      /HonorRolloverEffect false
      /IgnoreHTMLPageBreaks false
      /IncludeHeaderFooter false
      /MarginOffset [
        0
        0
        0
        0
      ]
      /MetadataAuthor ()
      /MetadataKeywords ()
      /MetadataSubject ()
      /MetadataTitle ()
      /MetricPageSize [
        0
        0
      ]
      /MetricUnit /inch
      /MobileCompatible 0
      /Namespace [
        (Adobe)
        (GoLive)
        (8.0)
      ]
      /OpenZoomToHTMLFontSize false
      /PageOrientation /Portrait
      /RemoveBackground false
      /ShrinkContent true
      /TreatColorsAs /MainMonitorColors
      /UseEmbeddedProfiles false
      /UseHTMLTitleAsMetadata true
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


