The turnover of the Group for the year was approximately RMB1,046,482,000,
representing an decrease of approximately 1.0% compared with approximately
RMB1,056,629,000 for the last year while the net profit attributable to
shareholders was approximately RMB12,042,000, representing an increase of
approximately 38 times compared with approximately RMB308,000 for the last

year.

Following the prices of steel products have dropped significantly in the second
half of 2005, the national economy of the PRC is basically achieving a balance in
the first half of 2006. Prices of steel products for first quarter of 2006 continued
the trend from the end of last year which remained at a low level, and starting
from March 2006, as a result of increase in total demand, the prices of steel
products started to rise again and maintain a rapid yet stable growth. However,
the overall steel product prices during the year were still substantially lower than
those for the last year. Sales volume of steel products slightly decreased 1.4%
from approximately 139,000 tonnes for the last year to approximately 137,000
tonnes. As a result of the overall increase in prices of steel products, the selling
price and the gross margin of the Group’s steel products turnaround and increased
by approximately 9.6% and 3.3% compared with that for the last year, .

The revenue from domestic sales of steel products in the PRC during the year was
approximately RMB96,532,000, representing an decrease of approximately 19.6%
compared with approximately RMB120,095,000 last year.

The revenue from indirect export sales of steel products in the PRC during the
year was approximately RMB815,917,000, representing an decrease of
approximately 12.1% compared with approximately RMB928,512,000 for the
last year. The market for indirect export sales in the PRC continued to be the core
market for the Group.

The revenue from direct export sales of steel products outside the PRC during the
year was approximately RMB24,050,000 while it was approximately
RMB8,602,000 for the last year. The Group will continue to develop and maintain
a good momentum of the international market, especially the stainless steel pipes
product which has been exported to countries such as the U.S. and Vietnam.

The Group recorded a gross profit of approximately RMB75,349,000 for the year,
with a gross profit margin of approximately 7.2%, compared with the gross profit
of approximately RMB41,067,000 and a gross profit margin of approximately
3.9% for the last year. This was mainly attributable to the higher average selling
prices of our products as compared to that of last year. .
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The total operating expenses of the Group for the year were approximately
RMB62,407,000, of which approximately RMB18,356,000 in selling and
distribution costs, RMB35,058,000 in administrative expenses, RMB8,993,000 in
other operating expenses and RMB20,661,000 in finance costs, accounting for
approximately 7.8%, 3.4%, 0.9% and 2.0% of turnover respectively while the
amounts for the last year were approximately RMB9,853,000, RMB30,558,000,
RMB2,986,000 and RMB14,372,000 respectively, accounting for approximately
0.9%, 2.9%, 0.3% and 1.4% respectively.

The Group continues to adhere to prudent treasury policies. The gearing ratio
(borrowings divided by shareholders’ funds) as of 31 December 2006 was
approximately 141.9% (2005: 198.6%). The total bank borrowings of the Group
amounted to approximately RMB374,603,000 (2005: RMB427,511,000), mainly
denominated in US dollars, HK dollars, Renminbi and new Taiwan dollars with
floating interest rates. The Group’s short term loans from banks accounted for
approximately 37.9% of the total assets (2005: 43.4%).

The current ratio (current assets divided by current liabilities) as of 31 December
2006 was approximately 1.32 (2005: 1.21). The Group continued to insure against
receivables in order to lower the risks of credit sales and to ensure that funds
would be recovered on a timely basis, hence fulfilling the requirements for debt
repayments and working capital commitments.

Net cash outflow of approximately RMB19,273,000 was from operating activities
for the year, mainly resulted from the increase of trade receivables level of the
Group. Net cash outflow of approximately RMB42,198,000 used for plant
expansion and purchase of machinery and equipment and RMB4,000,000 dividend
paid. Approximately RMB52,908,000 repayment of bank borrowings and
approximately RMB40,000,000 raised from new shares subscription on
20 December 2006, the net increase in cash and cash equivalents amounted to
approximately RMB20,102,000. Bank balances and cash as at 31 December 2006
amounted approximately RMB45,689,000, mainly denominated in US dollars,
HK dollars, Renminbi and new Taiwan dollars.

As most of the Group’s monetary assets and liabilities are denominated in US
dollars, HK dollars, Renminbi and new Taiwan dollars and those currencies
remained relatively stable during the year, the Group was not exposed to any
significant exchange risk. Meanwhile, the Group is also studying and implementing
various measures in relation to reducing any exchange impact from the revalued
of Renminbi against the US dollars.
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As at 31 December 2006, property, plant and equipment and interest in leasehold
land held for own use under an operating lease of the Group with aggregate net
book value of approximately RMB 162,329,000 and bank deposits of approximately
RMB8,652,000 respectively were pledged to secure bank borrowings.

The Group did not have any significant contingent liabilities at the balance sheet
date (2005: Nil). At 31 December 2006, the Company had provided corporate
guarantees of approximately RMB47,017,000 (2005: RMB145,263,000) in favour
of a bank for banking facilities granted to a subsidiary. These banking facilities
had been utilised to the extent of approximately RMB44,961,000 at the balance
sheet date (2005: RMB 96,985,000).

As at 31 December 2006, the Group had a total of 500 employees. Total staff
costs for the year ended 31 December 2006 were approximately RMB21,917,000,
including retirement benefits cost of approximately RMB2,286,000 . Remuneration
packages of the Group are maintained at a competitive level to attract, retain
and motive employees and are reviewed on a periodic basis

The Group always maintains good relation with its employees and is committed
to employee training and development on a regular basis to maintain the quality
of our products.

In addition, the Company has a share option scheme for the purpose of providing
incentives and rewards to eligible participants. No option has been granted under
the scheme since its adoption.

Under the macro-economic control policy, the growth rate will slow down in
2007. According to the “Strategy on the Development of the Steel Industry “
promulgated by the State, the development of the steel industry will be directed
towards controlled volume, technology upgrade, industrial layout and product
mix adjustment, so as to combine the impact of an increase in new capacity with
the phasing out of backward capacity. Following the technology upgrade and
improvement of our plants and the new installation of steel-cutting and pipe-
making machines, the Group's future production capacity and market
competitiveness would be enhanced to meet the steady but moderately fast
growth of the national economy of the PRC and the Asian market. Moreover, the
Group's stainless pipes product has been successfully launched to the domestic
market in the PRC as well as the international market, and has duly obtained the
Hygiene Permit for Stainless Steel Pipes from the Guangdong Province Health
Bureau, which would significantly help to promote the Group’s new products in
those markets.

Looking forward to 2007, the imbalance between demand and supply in the
steel sector will continue and the steel market will still remain at a relatively unstable
level. The Group’s management is confident that the Group will fully capitalize its
extensive experience in cost management and achieve greater cost effectiveness,
increased output of high value-added products and welcome to every investment
opportunity which are beneficial to the Group, with an aim to generate the best
return from investments and generate the best returns to our investors.
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