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I have pleasure in presenting
the annual report of the
Company for the year ended
31st December 2001 and

express my gratitude to

shareholders of the Company.

ERf #%E Tang Min Wei Chairman

In 2001, the total domestic production volume of steel increased rapidly. In
addition, the import of steel increased significantly and the export of steel
decreased sharply. The level of consumption of steel continued to decrease
and the steel prices were falling month by month since May. As a result,
competition in steel market was more severe than 2000. In view of the fierce
competition in the steel market, the Group strived to strengthen marketing
force; to reinforce internal management; to enhance product mix; to
improve various technical and economic targets; to put efforts in reducing
production costs; and to maximise the utilisation of production capacity.
The Group was therefore able to maintain stable development in production

and operation and achieved the profit target of Rmb207,271,000.

In line with the changes in the market conditions, the Group
continued to consolidate and expand the markets in the East, Middle
South, Northeast and Northwest regions. The Group also strived to
expand the market in the Southwest region. The Group strictly
applied the policies on maintaining the prices, increasing the sales
and speeding up the debt collection. As a result, the sales volume of
steel increased significantly. During the year, the Group sold
1,508,000 tonnes of steel, representing an increase of 5.90% as
compared with 2000. The ratio of debt collection to sales was
103.59%, representing an increase of 2.58% as compared with the

previous year.

10



FERE h R (BLAL i)

Production Volume of Principal Products (As at 31st December)

180
160 — b2
140 [—c £ = a Coking coal
120(] | o
100 V7 Pig iron
80¢] i
60 K a Steel
40K bl
20K Steel products
0 1 f
1997 1998 1999 2000 2001

AC A B A 7 AL AR B A DA T B R
o WA DLOR A IR 56 B 0
A B BHORRL T 8t o Jn il B
i 4 > A 45 A E 4 A e i
T JEE S doc A A0 B > 1R BT A R o

2 4E M AR R 106878 WE ~ A 8
159568 Wi ~ 8 171.84% Wi ~ S #
152488 W > SRl — R4
b W 239% > 4.53% - 6.22% °
8.88% o [l I » AR )5 S 5K 2 b
PR oR » BB R S FEA E > 24
A B R B R AN R M 70% b
F o

During the year, the Group strictly organised production schedules
based on market demand, strengthened the production management
with focus on fulfilling sales orders on hand, implemented the
principle of best quality and strengthened the maintenance of
equipment. Accordingly, the Group was able to achieve new records
in the production targets and approached towards new stage of

development.

During the year, the Group produced 1,068,700 tonnes of coking
coal, 1,595,600 tonnes of pig iron, 1,718,400 tonnes of steel and
1,524,800 tonnes of steel products, representing an increase of
2.39%, 4.53%, 6.22% and 8.88% respectively as compared with
2000. In accordance with the customers’ demand in specialised
products, the Group increased the production of products with better
quality and higher profit margin. During the year, the production

volume of high quality steel represented more than 70% of the total

production volume.
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The Group further refined the system of analysing production cost
targets; strengthened cost forecast and analysis; and implemented
dynamic control over production costs. The Group controlled the
costs from the beginning of the purchasing cycle by applying the
tendering system for purchases of raw and ancillary materials,
equipment and other spare parts; and effective monitoring controls
throughout the whole process to ensure the reduction of purchasing
costs. In addition, the Group implemented the balanced supply of
goods and appropriate level of inventories to reduce the amount of
working capital employed. The Group focused on costs control in
every stage of production and tackled the technical bottlenecks in key
production processes and major segments. During the year, there was
obvious improvement in major technical and economic targets as
compared with 2000, of which 27 items surpassed historical high
records. As compared with previous year, the aggregate energy
consumption rate of steel was reduced by 27kg per tonne of standard
coal; the ratio of blast-furnace composite coking was reduced by 19kg
per tonne; the consumption rate for steel and iron materials was
reduced by 2kg per tonne; the utilisation rate of high-furnace was
increased by 0.162 tonne for each cubic metre per day (representing

an increase of 9.13% as compared with previous year).
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The Group strictly implemented the “Law of Product Quality”. All
quality targets in the quality control plan for the year were achieved,
of which 23 items achieved or surpassed historical records. The
quality of major products was stabilised and improved. The pass rates
of coking coal, pig iron, steel and steel products were 100%, 99.99%,
99.77% and 99.36% respectively, representing an increase of 0.50%,
0.29%, 0.17% and 0% respectively as compared with 2000. On the
basis of maintaining the reputation and brand name of existing
product quality, steel plates for shipbuilding was awarded the “Most
Satisfactory Products for Customers Nationwide” again and steel
plates for welding gas bottle was awarded “Golden Cup Award For
Metallurgical Product Tangible Quality”.

The Group continued to adopt “micro-alloyed”, “product series” and
“high value-added” as its products development principles. During
the year, the Group successfully developed 10 new products and
achieved 200% of the new product development target. The Group
carried out trial production of 132,800 tonnes specialised products
with higher returns but required sophisticated technology. During
the year, the Group also achieved 189.71% of the total target volume
for trial production of new products, representing an increase of

32,800 tonnes as compared with the previous year.
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In 2001, the Group strengthened technological renovation works. The
Group arranged 11 technological renovation projects with the aim of
adjusting product mix, increasing production capacity, improving the
mix of furnace materials, enhancing product quality, reducing energy
and material consumption, improving the environment and solving
the pollution problem. The spherical project, Jinxing dolomite
mining project, expansion project for increasing production volume of
17 steel plate slab casting machines, blast furnace coal blower, coking
coal gas desulphurisation and decynanidisation, middle plate plant 9-
11 roller straight machine regional renovation project were completed
and commenced operation during the year. Constructions in progress
included 3*, 4* blast furnace purified recycled water, 2% electrical
transformer renovation, 1* moulding machine production capacity
(900,000 tonnes) expansion renovation, and the preparatory works for
high-speed wire rods plant finished goods warehouse extension
project and spherical minerals polishing system expansion project. In
addition, the Group also carried out 47 technological renovation and
equipment upgrading projects, of which 33 projects were completed

and commenced operation.

In 2002, the State will continue to implement the policy of increasing
domestic demand, maintaining the trend of stable national economic
growth. Furthermore, the State will expedite the economic development of
the western region. These will lead to the growth in demand for steel
products. The Group will benefit from the opportunities arising from the
speedy construction of infrastructure of the Northwestern region. However,
after the PRC’s accession to the WTO, a more severe market competition is
anticipated due to the increasing impacts from the international import and
export market, as well as the continuous growth in the total supply of the
domestic steel market. In response to the situation, the Group will adopt

the five measures as follows:
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The Group will take all measures to utilise the regional competitive
advantages and seize the opportunities of developing the Western
regions in order to penetrate into the market in the Southwest region.
The Group will increase the production and sale of steel with high
quality and profit margin in accordance with customers’ demand. The
Group will further strengthen market research and strive to develop
new products with good market potential and high profit margin.
The Group will continue to improve the sales network, enhance
efficiency and service quality and endeavour to achieve a sales/

production ratio of 100%.

The Group will base on the foundation of iron-smelting to organise

the Group’s production. The Group will place emphasis on the

development of new techniques and technology for coal blower to
reduce the coking rate and enhance the utilisation rate of blast
furnace. The Group will also place emphasis on steel smelting and
steel rolling to enhance steel plate quality and increase production

volume to ensure the requirements of customers are satisfied.

The Group will focus on the overall target of reducing cost for the
year. The Group will implement and improve the three major
components of target setting, recording and analysis, and evaluation
and rewarding. The Group will strive to reduce costs by focusing in
four key areas, i.e. the processes of purchasing; increasing production
volume; reducing material consumption and expenditures; and
achieving targets in various technical renovation, technological
research, technology development policies, so that overall costs are

reduced.
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Technological project
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2"electrical transformer
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High-speed wire rods plant warehouse
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capacity expansion
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Coking plant waste water treatment
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The Group will rely on development in technology to tackle the
works on enhancing product quality so as to continuously enhance the
market reputation and strengthen its competitiveness in the market.
Based on the foundation of the Golden Cup Award For Metallurgical
Product Tangible Quality and awards of products with good
reputation, the Group will build a new brand product (Hot Cutting
Spheric Plate) in Chongqing and endeavour to obtain the award for

enterprise with good quality management in Chongqing.

The Group will fully utilise the capacity of the newly constructed
plant which have been completed and commenced production, and to
speed up the completion of construction in progress. The proposed

projects in 2002 are as follows:
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Benefits after completion
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Increase the supply of oxygen and fully utilise steel refining potential and

increase the production capacity of steel
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Resolve storage problem of high-speed wire rods in order to cater for the

increasing market demand for wire rods

Bg 05 SR R > 3 E i 35 B A A W) BB E A B R
Increase the production capacity of billets in order to cater for the market

demand for steel section products
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Control release of toxic materials and further improve the environment
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Satisfy the demand for steel rods in the development of the western region

and to further expand the market share
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To step up the safety measures of the existing depository pool and to

reduce energy consumption
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On behalf of the Board of Directors, I hereby would like to express my
gratitude to our staff and various parties for their concern and support for

the development of the Group.

Tang Min Wei

Chairman

Chonggqing, PRC
9th April 2002
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