(Prepared under PRC accounting standards)
31 December 2001

Maanshan Iron & Steel Company Limited (the “Company”) was incorporated in Maanshan City,
Anhui Province, the People’s Republic of China (the “PRC”) on 1 September 1993 as a joint stock
company as part of the reorganisation of a state-owned enterprise known as Maanshan Iron and
Steel Company (the “Original Magang”). On the same date, the Company took over as from the
effective date of the reorganisation on 1 June 1993, the principal iron and steel business
undertakings (with the exception of the mine sites and other operations unrelated to iron and steel
production) and two subsidiaries of Original Magang, together with the related operating assets
and liabilities. The consideration for the net assets acquired of RMB4,826,547,000 was satisfied by
the issue of 4,034,560,000 State A shares of RMB1.00 each, credited as fully paid, to Original
Magang. At the same time, Original Magang changed its name to Maanshan Magang Holding
Company. In 1998, it further changed its name to Magang (Group) Holding Company Limited (the
“Holding").

The Company is principally engaged in the manufacture and sale of iron and steel products.

1.  Summary of significant accounting policies
The consolidated financial statements of the Company and its subsidiaries (the “Group”) are
prepared in conformity with “Accounting Standards for Business Enterprises” and
“Accounting Regulations for Business Enterprises”, which is also the basis of the following

accounting policies adopted by the Company and the Group.

During late 2000 and early 2001, the Ministry of Finance issued out eight specific standards,
namely Debt Restructuring (Revised), Non-monetary Transactions (Revised), Cash Flow
Statements (Revised), Investments (Revised), Changes in Accounting Policies and Accounting
Estimates, and Corrections of Accounting Errors (Revised), Borrowing Costs, Intangible Assets
and Leases. These standards, together with “Accounting Regulations for Business Enterprises”
and its supplementary provisions, have had no significant effect on the Group’s state of affairs

and operating results for the year 2001.

2. Financial year
The financial year of the Group is from 1 January to 31 December of each calendar year.

3.  Reporting currency
Except for overseas subsidiaries which use their respective local currencies for recording

purposes, Renminbi is used as the Group’s reporting currency.
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Basis of accounting and value determination
The financial statements of the Group are prepared on an accrual basis and under the

historical cost convention.

Foreign currency transactions

Foreign currency transactions are recorded in Renminbi at the applicable rates of exchange
ruling at the transaction dates as quoted by the People’s Bank of China. Monetary assets and
liabilities denominated in foreign currencies at the balance sheet date are translated to
Renminbi at the applicable rates of exchange ruling at the balance sheet date as quoted by
the People’s Bank of China. The consequential exchange difference ruling with the exception
of foreign currency translation differences relating to funds borrowed to finance the
construction of fixed assets is capitalised during the construction period, are dealt with as

financial expenses in the profit and loss account.

On consolidation, the financial statements of overseas subsidiaries are translated into
Renminbi at the applicable rates of exchange ruling at the balance sheet date. All translation

differences are included in the exchange difference reserve.

Basis of the preparation of the consolidated financial statements

The basis of consolidating the financial statements of the Group is based on the rules of
directive No. 1995 (11) “Provisional Regulations for Consolidated Financial Statements” issued
by the Ministry of Finance. Enterprises of which the Group has over 50% of the equity interest
and under the control of the Group and those which are, in substance, under the control of
the Group despite the fact that the Group has less than 50% of the equity interest are
consolidated in the Group’s financial statements. All significant intercompany transactions
and balances within the Group are eliminated on consolidation.

Cash equivalents
Cash equivalents are short term, highly liquid investments which are readily convertible into
known amounts of cash and which were within three months of maturity when acquired and

were subject to an insignificant risk of changes in value.
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8. Short term investments

The cost of an investment is the initial price paid on acquisition. However, cash dividends
which have been declared but unpaid at the time of acquisition, or unpaid interest on debt
investments which have been accrued and are therefore included in the price paid, should be
accounted for separately as receivable items. Cash dividends or interest on short term
investments should be offset against the carrying amount of investment upon receipt. On
disposal of an investment, the difference between the weighted average cost of investment
less impairment provision, unpaid dividends and interests, and the sales proceeds actually
received should be recognised as an investment gain or loss in the current period.

Short term investments are stated at the lower of cost and market value at the end of year.
Provision for impairment in short term investments is made for any reduction of cost to
market value, and charged to the profit and loss account in the period in which they arise.

9.  Provision for doubtful debts
Recognition criteria for doubtful debts:

(i) The irrecoverable amount of a bankrupt or deceased debtor who has insufficient assets
or estate to repay the debt;

(ii) The irrecoverable amount, demonstrated by sufficient evidence, of a debtor who is
proven to be unable to comply with the repayment obligation after the debt fall due.

Provision for doubtful debt is made using the provision method and is offset against the
corresponding trade and other receivables when those doubtful debts are approved.

The Group applies the provision method in assessing doubtful debts provision for its trade
and other receivables. Full provision is made for those trade and other receivables that have
been specifically identified as irrecoverable, while general provision is made for the
remaining balance after taking into account the ageing analysis and the repayment history
of relevant debtors. The details of general provision are as follows:

Percentage of doubtful
debts provision
(Net of post balance sheet
date settlement)

Trade Other
Ageing receivables receivables
1 to 6 months — —
7 to 12 months 10% —
13 to 24 months 25% 40%
25 to 36 months 50% 60%
over 36 months 100% 100%
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Inventories

Inventories include raw materials, work in progress, finished goods and spare parts.
Inventories are stated at the cost of purchase. Inventories, other than spare parts, are
determined on the weighted average basis and, in the case of work in progress and finished
goods, comprise direct materials, direct labour and an appropriate proportion of production
overheads. Spare parts are charged to the profit and loss account as and when incurred.

Provision is made for those inventories which cannot be recovered due to them being
damaged, wholly or partly obsolete, or having their selling prices lower than cost. Provision is
determined as the excess of carrying value of the inventories over its net realisable value on
an individual basis.

Long term investments
Long term investments include long term equity investments and long term debt investments.

Long term equity investments are stated at initial price paid on acquisition, estimated value or
price determined in agreement. The equity method should be used to account for long term
equity investments when the Company has control, joint control or has significant influence
over the investee enterprises, while cost method should be used for all other equity

investments.

When a long term equity investment is accounted for using the equity method, the difference
between the investment cost and the Company’s share of the investee’s shareholders’ funds is
accounted for as equity investment difference and should be amortised over the investment
period, if any, as stipulated in the investment contract. If the investment period is not
specified in the contract, debit balance should be amortised over a period of not more than 10

years while credit balance should be amortised over a period of not less than 10 years.

The initial cost of a debt investment is the price paid on acquisition, including incidental
expenses such as taxes and handling charges. However, the unpaid interest on debt
investment which has been accrued and is therefore included in the price paid, should be

accounted for separately as a receivable item.

The difference between the initial cost of long term investments in bonds, as reduced by
incidental expenses and interest receivable, and the par value of bonds should be treated as
premium or discount on investment in bonds. Premium or discount on investment in bonds
should be amortised, using straight line method, over the period between the acquisition

date and the maturity date in which the relevant bond interest is recognised.
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Long term investments (continued)

The incidental expenses included in the initial cost of debt investment, if significant, may be
amortised over the period from the acquisition date to the maturity date in which the related
bond interest is recognised and recorded in the profit and loss account; otherwise, it may be
written off in full when the bond is purchased and charged to the profit and loss account.

If the recoverable amount of any investment is lower than the carrying amount of that
investment as a result of a continuing decline in market value or changes in operating
conditions of the investee enterprise, the difference between the recoverable amount and the
carrying amount of the investment should be recognised as impairment of long term

investment and an investment loss in the current year.

Fixed assets and depreciation

Fixed assets represent buildings and structure, plant and machinery, transportation vehicles,
other equipments used in operating activities with useful life exceeding 1 year and other
equipment used in non-operating activities, with unit cost over RMB2,000 and useful life of
more than 2 years. Fixed asset is stated at the cost of acquisition. Interest and exchange
differences arising from specific borrowings that are incurred in bringing the fixed asset to its
working condition are capitalised. Subsequent overhaul and technical improvement costs
incurred that provide future economic benefits to the fixed assets are capitalised as fixed
assets. Except for furnace relining cost which is amortised, using straight line method, over
the period between relinings, expenditure incurred after the fixed assets have been put into
operation, such as repairs and maintenance, is charged to the profit and loss account in the
period in which it is incurred. The gain or loss on disposal or retirement of fixed assets is

recognised as non-operating income or expense in the period of occurrence.

Depreciation of fixed assets is calculated on a straight-line basis to write off the cost of each
asset over its estimated useful life, after taking into account its estimated residual value. The

estimated useful lives of fixed assets are as follows:

Estimated Annual
Categories useful life depreciation rate
Buildings and structure 16 to 50 years 2%-6.25%
Plant, machinery and equipment 7 to 20 years 5%-14.29%
Transportation vehicles and equipment 7 to 11 years 9.09%-14.29%
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Fixed assets and depreciation (continued)

Depreciation of the Universal Section Rolling Mill, which commenced commercial production
in December 1999, for the first 18 months of production is calculated on a straight-line basis
adjusted by an activity factor. This factor is based on the actual production as compared to the
normal expected annual production for this Universal Section Rolling Mill. The 2001
depreciation charge after adjustment for this activity factor was approximately RMB9
million (2000: approximately RMB55 million) less than the straight-line method.

Depreciation of fixed assets acquired pursuant to the Group reorganisation in 1993 is
calculated on a straight-line basis to write off the cost of such assets over the estimated
remaining useful lives thereof, after taking into account the condition of these assets when

they were acquired by the Group.

The carrying amounts of the Group’s fixed assets are reviewed periodically. If the recoverable
amount of the fixed asset is lower than the carrying amount of the fixed asset as a result of a
continuing decline in market value, change in technical environment, damages in fixed asset
or persistently idle in fixed asset, the difference between the recoverable amount and the
carrying amount of the fixed asset should be recognised as an impairment loss. Impairment

provision should be made on an individual basis.

When the value of a fixed asset for which an impairment loss has been recognised previously
recovers, the recovery should be recognised to the extent of the amount of the impairment

loss previously recognised.

No depreciation was charged to fixed asset which has already been fully provided for

impairment in value.

Construction in progress

Construction in progress represents the costs incurred in the construction and installation of
fixed assets in bringing construction from its preparation stage to its working condition. Cost
comprises direct materials, direct labour, equipment cost, installation and management fee,
as well as interest charges and exchange differences on the related borrowed funds during
the periods of construction and installation. Interest charges and exchange differences arising
from funds borrowed for construction in progress are capitalised when the fixed assets are
not substantially ready for their intended use and charged as financial expenses when they
are subsequently ready. Construction in progress is transferred to fixed assets when
completed and ready for use.
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Construction in progress (continued)
Construction in progress of the Group is reviewed periodically. Provision for impairment
should be made for construction in progress if one of the following conditions exists:

(i) The projects are suspended for a long time and will not resume construction within

three years;

(i) The projects are of functional and technological obsolescence and the economic
benefits arising from such projects are extremely uncertain, and hence causing their

recoverable amounts to be lower than their carrying values.

The difference between the recoverable amount and the carrying value of these construction
in progress is recognised as impairment loss. The provision for impairment of construction in

progress is calculated on an individual basis.

Borrowing costs

Interest incurred in connection with specific borrowings borrowed for the acquisition or
construction of a fixed asset, and amortisation of discounts or premiums relating to and
exchange differences arising from those specific borrowings, should be capitalised if
expenditures for the assets are being incurred, borrowing costs are being incurred and
acquisition and construction that are necessary to prepare the asset for its intended use have
been commenced. The capitalisation amount is determined based on the weighted average
amount of the accumulated expenditure incurred in the accounting period multiplied by the
capitalisation rate. Capitalisation of borrowing costs should be suspended during periods in
which the acquisition or construction of a fixed asset is interrupted abnormally, and the
interruption period is more than three months. These costs should be recognised as expenses
for the current period until the acquisition or construction is resumed. Capitalisation of
borrowing costs should cease when the fixed asset being acquired or constructed has reached
its expected usable condition. Borrowing costs incurred thereafter should recognised as an
expense in the period in which they are incurred.

Interests incurred in connection with, amortisation of discounts or premiums relating to, and
exchange differences arising from other borrowings should be recognised as an expense in

the period in which they are incurred.
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Intangible assets
Intangible assets represent land use rights and are stated at cost less accumulated
amortisation. Amortisation is calculated on a straight-line basis to write off the cost over

the lease term of 50 years.

The Group should review the carrying amount of its intangible assets periodically. Any excess
of the carrying amount of the asset over the recoverable amount is recognised as impairment

provision.

Housing subsidies
Pursuant to an implemented staff housing subsidies scheme, one-off lump sum housing
subsidies for current and retired employees were charged to retained earnings upon payment.

Pension benefits
Contributions to a government-organised pension scheme are charged to the profit and loss

account as incurred.

Pension benefits payable to early retired employees prior to such employees joining the
government-organised pension scheme upon normal retirement were assumed by the
Company commencing from 1 January 2000. Such benefits payable are related to past
services of such employees, and have been charged to the profit and loss account on an one-

off basis.

Deferred staff costs

Losses arising from the disposal of staff quarters to employees at preferential prices are
capitalised as deferred staff costs and are amortised over 10 years, which approximates the
estimated remaining average service life of the relevant employees, commencing from the
dates of sales of the staff quarters. According to the rules of directive No. 2001(5) issued by
the Ministry of Finance in January 2001, the unamortised deferred staff cost as at 1 January
2001 has been fully charged to opening retained profits.

Specific payables

Government subsidies for specific construction projects are recognised as specific payables on
actual receipt of the subsidies. Upon completion of the subsidised construction project, the
cost incurred is recognised as fixed asset and the utilised portion of specific payables thereof is

transferred to capital reserve.
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Basis of revenue recognition

Revenue on the sales of goods should be recognised when the significant risks and rewards of
ownership have been transferred to the buyer, providing that the Group maintains neither
continuing managerial involvement to the degree usually associated with ownership, nor
effective control over the goods sold; and when it is probable that the economic benefits
associated with the transaction will flow to the enterprise, and the relevant amount of

revenue and costs can be measured reliably.

Principal operating income represents the invoiced value of goods sold, net of discounts and
returns, and excludes value-added tax (“VAT").

Investment income is recognised when investee enterprise declare the distribution of cash
dividends or profit.

Interest income is recognised on a time proportion basis after taking into account the

principal outstanding and the effective interest rate applicable.

Income tax

Income tax is provided using the tax-effect accounting method. Deferred tax is provided,
using the liability method, on all significant timing differences. Income tax charged to the
profit and loss account is the sum of income tax payable for the year and the effect of timing

difference on income tax.

Related parties

If a party has the power to, directly or indirectly, control, jointly control or exercise significant
influence over another party; or if two or more parties are subject to control from the same
party, they are regarded as related parties. Related parties may be individuals or corporate

entities.

MAANSHAN IRON & STEEL COMPANY LIMITED DOO_—|



(Prepared under PRC accounting standards)
31 December 2001

The principal kinds of taxes and the related rates are as follows:

1. VAT
The VAT rate of the Group's principal products is 17%. The output VAT is offset against the
input VAT paid on purchases. The Group has to pay VAT on the net balance.

2. Business tax

Payable based on 5% of the service income.

3.  City construction and maintenance tax
Payable based on 7% of the net VAT and business tax to be paid.

4. Education tax
Payable based on 3% of the net VAT and business tax to be paid.

5. Real estate tax
Payable based on certain percentage of the cost of real estate with legal title in accordance

with relevant regulations.

6. Income tax
The corporate income tax of the Company and its subsidiaries is calculated at 15%-33%, on
their estimated assessable profits for the year based on existing legislation, interpretations
and practice in respect thereof. Profits tax of the Hong Kong subsidiary has been provided at
the rate of 16% on the estimated assessable profits which were earned in or derived from
Hong Kong during the year. No provision for income tax for other overseas subsidiary has

been made as there were no assessable profits during the year.
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Place of Investment Percentage of equity
incorporation/ Registered and  cost of the held by the Company
Name of subsidiaries registration Principal activities paid-up capital Company directly indirectly
RMB % %
Ma Steel International Anhui, PRC Import of RMB50,000,000 50,000,000 100 —
Trade and Economic machinery and
Corporation raw materials
and export of
steel products
Design & Research Anhui, PRC Planning and RMBS8,000,000 7,500,000 93.75 6.25
Institute of design of
Maanshan Iron & metallurgical,
Steel Company construction and
Limited (Note 1) environmental
protection
projects
MG Trading and Germany Trading of DM300,000 1,573,766 100 —
Development GmbH equipment, iron
and steel
products and
provision of
technology
services
Ningbo Chang Yi Zhejiang, PRC Trading of steel RMB1,000,000 200,000 20 80
Company Limited and pig iron
(Note 2) products
Shanghai Zhong Ma Shanghai, PRC Trading of steel RMB1,000,000 900,000 90 10
Company Limited and pig iron
products
Maanshan Iron & Steel Hong Kong, Trading of steel HK$4,800,000 4,101,688 80 20
(HK) Limited PRC and pig iron
products
Total 64,275,454
Note 1: Newly incorporated during the year

Note 2:

Ningbo Chang Yi Company Limited is in the process of liquidation.

The names of the PRC subsidiaries in English are direct translations of their registered names in

Chinese.
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1.  Cash and balances with financial institutions
2001 2000
Exchange Exchange
Note Original Currency Rate RMB Original Currency Rate RMB
Cash on hand RMB72,302 1.00 72,302 RMB97,282 1.00 97,282
Balances with RMB1,093,362,992 1.00 1,093,362,992 RMB1,276,731,779 1.00 1,276,731,779
financial 2 HK$116,330,237 1.0613 123,266,526 HK$150,746,060 1.0606 159,881,271
institutions US$4,934,124 (Note) 8.2766 40,837,776  US$21,841,016 8.2781 180,802,109
DM561,165 3.5352 1,984,167 DM372,506 4.0003 1,490,136
JPY994,343,605 0.063 62,648,619 — N/A —
Total 1,322,172,382 1,619,002,577
Note: Fixed deposit of US$1,000,000 has been pledged to the Hongkong and Shanghai Banking Corporation
Limited and fixed deposits of US$580,485 have been pledged to the Bank of China, Maanshan Branch and
the Industrial and Commercial Bank of China, Maanshan Branch as securities for the provision of banking
facilities to Maanshan Iron & Steel (HK) Limited and Ma Steel International Trade and Economic
Corporation respectively.
2, Balances with financial institutions

The balances with financial institutions included the following overdue fixed deposit

principal amounts with five non-bank financial institutions aggregating RMB202 million

(2000: RMB206 million).

2001 2000

RMB’000 RMB’000

Guangdong International Trust & Investment Corporation (“GITIC") 26,327 29,835
China Venturetech Investment Corporation (“China Venturetech”) 9,954 9,954
SEG International Trust & Investment Corporation (“SEG") 46,545 46,545
CITIC Ningbo Inc. (“Ningbo CITIC") 45,112 45,112
Shenzhen Leasing Co. Ltd. (“SLCL") 74,242 74,242
202,180 205,688

Provision for overdue deposits (175,000) (175,000)
27,180 30,688

Based on legal advice, the directors are satisfied that the Company’s deposits with the above

five non-bank financial institutions are valid fixed deposits.

DO3_—| 2001 Annual Report



(Prepared under PRC accounting standards)
31 December 2001

2.  Balances with financial institutions (continued)
GITIC, China Venturetech and Ningbo CITIC are now in liquidation and the Company has
registered its debts with their respective liquidators. During the year, the Company received
certain repayments aggregating approximately RMB3.51 million from GITIC and the
outstanding deposit principal with GITIC as at 31 December 2001 was reduced to
approximately RMB26.33 million. For China Venturetech and Ningbo CITIC, no repayment
was received during the year. The directors are unable to estimate, as at the date on which
these financial statements were approved, how much of the outstanding deposit principal, if

any, the Company will be able to recover from these three companies.

The Company initiated legal proceedings against SEG in December 1998 and has obtained
court judgements against SEG on 19 March 1999 for the principal amounts of those fixed
deposits and interest thereon. However, SEG is currently in process of business suspension and
rectification under the supervision of the People’s Bank of China. The recovery of the relevant
deposit and interest can only be proceeded when the business suspension and rectification

has been completed.

On 16 March 2000, the Company reached an agreement with SLCL for the repayment of an
amount of RMB84.85 million (HK$80 million) over five years, in settlement of the deposit and
accrued interest. In 2000, repayment of approximately RMB10.61 million (HK$10 million) has
been received. The remaining RMB74.24 million (HK$70 million) would be repaid by
installments of RMB24.39 million (HK$23 million) on both 31 December 2003 and 31
December 2004, and RMB25.46 million (HK$24 million) on 30 June 2005, with interest being
charged only from 1 January 2003. In light of the long term repayment schedule, certain

provision thereof has continued to be made by the Company.

Based on the above factors, the directors maintain the provision of RMB175 million, brought
forward from 2000, against these five overdue fixed deposits, and to continue to account for

any interest income arising from these deposits on a receipts basis.
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Short term investments

2001 2000
Investment Provision for Investment Provision for
Items cost impairment cost impairment
RMB RMB RMB RMB
Designated investment 100,000,000 (i) — — —
Equity investment 13,568,593 (ii) 1,771,790 — —
Total 113,568,593 1,771,790 — —

@

(i)

On 17 March 2001, the Company entered into a designated investment agreement and a supplementary
agreement with Shanghai Anshen Investment & Administrative Co., Ltd. (“Anshen”) whereby Anshen
agreed to invest an amount of RMB100,000,000, on behalf of the Company, on short term investment
portfolios comprising listed securities, government bonds and various funds. The operation is under the
supervision of the Company’s personnel. The agreement was for a period of 12 months, from 3 April 2001
to 3 April 2002. In April 2002, the Company has fully collected the designated investment amount and its
related investment income amounting to RMB100,000,000 and RMB6,000,000 respectively.

Closing
Number of Investment market unit Market price
Name of enterprise shares held cost price at year end
RMB RMB RMB
China Petroleum & Chemical Corporation 1,800,000 7,596,000 3.45 6,210,000
Baoshan Iron & Steel Company Limited 1,428,850 5,972,593 3.91 5,586,803
Total 13,568,593 11,796,803

The year end market prices of the shares were the closing market prices as at 31 December 2001 as
disclosed in “China Securities Journal”.

There is no material restriction on realisation of investments.

The movement of provision for impairment of short term investments for the year 2001 is disclosed in the
supplementary information of the financial statements.
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4, Bills receivable

2001 2000
RMB RMB
Bank bills receivable 878,498,188 462,651,346
Commercial bills receivable — 5,000,000
Total 878,498,188 467,651,346

The increase in Group's bills receivable by 88% is attributable to the increase in sales and the
receipt of more bank bills.

As at 31 December 2001 and 31 December 2000, the Group did not have any pledged bills
receivable.

5. Trade receivables

Trade receivables ageing analysis:

Group

2001 2000
Provision for Provision for
doubtful doubtful
Balance Ratio debts Balance Ratio debts
RMB % RMB RMB % RMB
Within one year 313,544,939 41  (38,069,444) 377,640,618 46 (3,323,137)
One to two years 32,924,310 4 (14,736,178) 77,331,995 9 (21,917,968)
Two to three years 66,139,368 9 (40,857,417) 99,030,860 12 (64,351,430)
Over three years 354,518,588 46 (354,394,509) 274,443,273 33 (271,915,013)
Total 767,127,205 100 (448,057,548) 828,446,746 100 (361,507,548)
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5. Trade receivables (continued)

Company

2001 2000
Provision for Provision for
doubtful doubtful
Balance Ratio debts Balance Ratio debts
RMB % RMB RMB % RMB
Within one year 286,510,072 39 (26,588,816) 340,846,647 44 (3,056,510)
One to two years 32,924,310 5 (14,736,178) 74,730,633 10 (21,267,627)
Two to three years 66,139,368 9 (40,857,417) 94,482,988 12 (62,077,494)
Over three years 348,699,216 47 (348,575,137) 259,459,024 34 (257,805,917)
Total 734,272,966 100 (430,757,548) 769,519,292 100 (344,207,548)

The decrease in the Group’s trade receivables, net of provision by 32% is mainly attributable
to the increase in collection ability and the receipt of more bank bills.

As at 31 December 2001, the five largest trade receivables amounted to RMB306,622,794,
which accounted for 40% of total trade receivables.

Except for those as stated in Note VI point 6, the balance of trade receivables does not contain

any amount due from a shareholder who holds 5% or above of the Company’s equity interest.

Included in the Company’s trade receivables is an amount due from a subsidiary of RMB12.8

million (2000: RMB25.19 million) which principally arose from normal trading activities.

The movement of doubtful debts provision for trade receivables for the year 2001 is disclosed

in the supplementary information of the financial statements.
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Other receivables

Other receivables ageing analysis:

Group
2001 2000
Provision for Provision for
doubtful doubtful
Balance Ratio debts Balance Ratio debts
RMB % RMB RMB % RMB
Within one year 582,523,115 91 (6,466,984) 364,061,340 85 —
One to two years 3,519,243 1 (3,168,024) 5,063,472 1 (2,431,661)
Two to three years 1,241,290 — (1,113,442) 5,157,498 1 (3,188,622)
Over three years 49,474,298 8 (49,474,298) 53,315,105 13 (45,602,465)
Total 636,757,946 100 (60,222,748) 427,597,415 100 (51,222,748)
Company
2001 2000
Provision for Provision for
doubtful doubtful
Balance Ratio debts Balance Ratio debts
RMB % RMB RMB % RMB
Within one year 294,293,553 85 (6,466,984) 282,782,412 82 —
One to two years 3,519,243 1 (3,168,024) 5,021,401 1 (2,431,661)
Two to three years 1,240,790 — (1,113,442) 5,157,498 1 (3,188,622)
Over three years 49,474,298 14 (49,474,298) 51,846,430 16 (45,602,465)
Total 348,527,884 100 (60,222,748) 344,807,741 100 (51,222,748)

The increase in the Group’s other receivables, net of provision by 53%, is mainly attributable

to the increase in purchases of imported raw materials.

As at 31 December 2001, the five largest other receivables amounted to RMB327,058,714,
which is accounted for 51% of total other receivables.

Except for those as stated in Note VI point 6, the balance of other receivables does not contain

any amount due from a shareholder who holds 5% or above of the Company’s equity interest.

The movement of doubtful debts provision for other receivables for the year 2001 is disclosed

in the supplementary information of the financial statements.
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(Prepared under PRC accounting standards)
31 December 2001

Prepayments
Prepayments ageing analysis:

2001 2000

Balance Ratio Balance Ratio

RMB % RMB %

Within one year 461,870,051 929 109,693,694 97
One to two years 4,400,818 1 1,692,800 2
Two to three years 614,447 — 392,180 —
Over three years — — 1,583,468 1
Total 466,885,316 100 113,362,142 100

The increase in the Group’s prepayments by 312% is mainly attributable to the increase in
prepayments for the purchase of raw materials and construction materials for fixed assets.

Prepayments are aged over one year as certain construction contracts have not yet been
settled.

Except for those as stated in Note VI point 6, the balance of other receivables does not contain
any amount due from a shareholder who holds 5% or above of the Company’s equity interest.

Inventories
2001 2000

Balance Provision Balance Provision
RMB RMB RMB RMB
Raw materials 623,146,667 — 706,334,733 —
Work in progress 403,306,453 (3,000,000) 428,979,866 (3,000,000)
Finished goods 141,452,756 (4,150,000) 189,921,867 (4,150,000)
Spare parts 681,241,874 (66,913,041) 768,153,917 (66,913,041)
Total 1,849,147,750 (74,063,041) 2,093,390,383 (74,063,041)

For inventories with no contracted selling price, the net realisable value is determined based
on average selling price less estimated cost of completion and direct selling expenses. For
inventories with contracted selling price, the net realisable value is determined based on the
contracted selling price.

The movement of provision for inventories for the year 2001 is disclosed in the supplementary
information of the financial statements.
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(Prepared under PRC accounting standards)

31 December 2001

Long term debt investments, current portion

The decrease in current portion of the Group’s long term debt investments by 63% is

attributable to the retrieval of debt investments.

Long term investments

Group

At 1 Additions Decrease At 31
January during the during the December
Items 2001 year year 2001
RMB RMB RMB RMB

Long term equity investments
Equity investments (ii) 11,389,628 1,000,000 (5,972,593) 6,417,035

Long term debt investments
Other debt investments (iii) 24,218,870 — (2,660,000) 21,558,870
Total 35,608,498 1,000,000 (8,632,593) 27,975,905
Company

Additions Decrease At 31
At 1 January during the during the December
Items 2001 year year 2001
RMB RMB RMB RMB

Long term equity investments
Interests in subsidiaries (i) 262,405,377 140,310,951 — 402,716,328
Equity investments (ii) 11,389,628 1,000,000 (5,972,593) 6,417,035
273,795,005 141,310,951 (5,972,593) 409,133,363

Long term debt investments

Other debt investments (iii) 24,218,870 — (2,660,000) 21,558,870
Total 298,013,875 141,310,951 (8,632,593) 430,692,233

The increase in the Company’s long term investments by 45% is mainly attributable to the

increase in amounts due from subsidiaries.
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(Prepared under PRC accounting standards)
31 December 2001

10. Long term investments (continued)

(i) Interests in subsidiaries

Company

2001 2000

RMB RMB
Unlisted investments, at cost 64,275,454 58,775,454
Amounts due from subsidiaries 338,440,874 203,629,923
Total 402,716,328 262,405,377

(ii)  Equity investments
Equity investments accounted for using the cost method:

Percentage of

Nature of Number of equity held by Investments
Name of enterprise investments shares held the Company cost
% RMB
Shanghai Chlor-Alkali Legal person shares 164,578 0.014 807,926
Chemical Company
Limited
Tangshan Iron and Steel Legal person shares 1,003,200 0.074 4,559,109
Company Limited
Others 1,050,000
Total 6,417,035

(iii) Other debt investments

Accumulated

Interest interest
Principal Annual for the received/ Carrying
Debtor amount interest rate Maturity date year receivable value
RMB % RMB RMB RMB
PEE TS ANF 21,558,870 Nil 2002-2009 — — 21,558,870
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(Prepared under PRC accounting standards)

31 December 2001

Fixed assets

Plant,

machinery

Buildings and and
structure equipment
RMB RMB

Transportation

vehicles and
Total
RMB

equipment
RMB

Cost

At 1 January 2001

Additions

Transferred from
construction in progress
(note 12)

Reclassifications

Disposals

5,893,690,335 8,092,225,362

9,927,202 11,322,700
274,497,490 363,746,065
449,504,702 (449,457,975)

(67,596,127)  (90,696,883)

457,707,059 14,443,622,756

17,700,700 38,950,602
16,240,274 654,483,829
(46,727) —

(14,577,366) (172,870,376)

At 31 December 2001

6,560,023,602 7,927,139,269

477,023,940 14,964,186,811

Accumulated depreciation
At 1 January 2001
Provided during the year
Reclassifications
Disposals

1,228,383,001 2,590,764,245

231,244,314 540,476,287
77,509,379  (77,269,231)
(24,425,769) (61,515,326)

259,523,030 4,078,670,276
38,969,538 810,690,139
(240,148) —
(12,504,784) (98,445,879)

At 31 December 2001

1,512,710,925 2,992,455,975

285,747,636  4,790,914,536

Net book value
At 31 December 2001
Net book value

Less: Impairment

5,047,312,677 4,934,683,294
(61,564,391) (63,867,021)

191,276,304 10,173,272,275
—  (125,431,412)

Net book value, net of
impairment

4,985,748,286 4,870,816,273

191,276,304 10,047,840,863

At 31 December 2000
Net book value

Less: Impairment

4,665,307,334 5,501,461,117
(14,472,623) (6,072,274)

198,184,029 10,364,952,480
— (20,544,897)

Net book value, net of
impairment

4,650,834,711 5,495,388,843

198,184,029 10,344,407,583

The movement of provision for impairment of fixed assets for the year 2001 is disclosed in the
supplementary information of the financial statements.

MAANSHAN IRON & STEEL COMPANY LIMITED |j|12_—|



(Prepared under PRC accounting standards)
31 December 2001

12. Construction in progress

Construction in progress represents the following major projects which remained
uncompleted as at 31 December 2001:
Transferred Transferred
At Additions to fixed to Provision At Percentage
Budgeted 1January during the assets  intangible CIP project reversed/ 31 December of
Name of project cost 2001 year (Note 11) assets written off (made) 2001 Source of fund completion
RMB’000 RMB RMB RMB RMB RMB RMB RMB %
1. High 45,000 72,834,094 — — — (95,834,094) 23,000,000 — Internally N/A
Temperature generated
Brick Factory funds
Improvement
Project
2. Coke Furnace 449,410 62,571,974 —  (46,287,402) — — — 16,284,572 Internally N/A
System Project generated
funds
3. Cai Nan Station 88,430 33,874,667 — — — — (30,000,000) 3,874,667 Internally N/A
& Bei Huan generated
Transportation funds
Line
4. No. 1 Steel 740,000 192,436,520 253,673,176 (329,970,000) — — — 116,139,696 Internally 60
Making Plant generated
Converter funds and
Furnace Project loan from
financial
institution
Including 2,428,800 13,384,480 (10,946,320) — — — 4,866,960
interest
capitalised
5. 220t/h Boiler 54,000 5,091,250 49,264,839 — — — — 54,356,089 Internally 100
Project generated
funds
6. Reconstruction 52,200 — 52,370,786 (52,370,786) — — — — Internally 100
Project of generated
2*8m2 funds
Palletizing
Shaft Furnace
7. Billet 140,000 1,900,000 127,929,966 (129,829,966) — — — — Internally 100
Continuous generated
Casting funds
Machines
8. Other projects 155,569,786 179,739,417 (96,025,675) (114,778,733) — — 124,504,795 Internally N/A
generated
funds and
loan from
financial
institution
Including 4,612,206 — (4,612,206) — — — —
interest
capitalised
Total 524,278,291 662,978,184 (654,483,829) (114,778,733) (95,834,094) (7,000,000) 315,159,819

The decrease in the Group’s construction in progress by 40% is attributable to the transfers to

fixed assets and intangible assets.

The capitalisation rates of interests are 5.85%-6.21% per annum.

The movement of provision for impairment of construction in progress for the year 2001 is

disclosed in the supplementary information of the financial statements.
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(Prepared under PRC accounting standards)
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13. Intangible assets

At 1 Additions Amortisation At 31 Remaining
Original January during the during the Accumulated December year of
amount 2001 year year amortisation 2001 amortisation
RMB RMB RMB RMB RMB RMB
Land use 41 to 50
rights 1,028,251,518 780,409,605 119,502,067 (19,517,638) (147,857,484) 880,394,034 years

Current year addition of intangible assets is mainly attributable to the transfer from
construction in progress.

14. Long term deferred expenditure

Loss from sales
of staff quarters

Additions charged to At

At 1 January during the Amortisation opening 31 December

2001 year during the year retained profits 2001

RMB RMB RMB RMB RMB

Deferred staff cost 105,600,289 — — (105,600,289) —

The decrease in long term deferred expenditure is attributable to the charge of deferred staff
cost to opening retained profits.

As at 1 January 2001, the deferred staff cost of RMB106 million related to the loss of
approximately RMB164 million in 1997 resulted from the disposal of staff quarters to the
Company’'s employees at preferential prices, net of amortisation. In 1 January 2001, the
Company implemented the rules of directive No.2001(5) issued by Ministry of Finance and the

unamortised deferred staff cost has been charged to the opening retained profits.
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16.

17.

18.

(Prepared under PRC accounting standards)
31 December 2001

Short term loans

Annual
Type interest rate Maturity date 2001 2000
% RMB RMB
Guaranteed loans N/A — — 80,000,000
Unsecured loans 5.265 - 5.850 January 2002 - 985,930,885 1,318,110,315
December 2002
Total 985,930,885  1,398,110,315

As at 31 December 2001 and 31 December 2000, all of the Group’s guaranteed loans were
guaranteed by Holding.

Trade payables

The ageing of trade payables is within three years.

Except for those as stated in Note VI point 6, the balance of trade payables does not contain

any trade payables to a shareholder who holds 5% or above of the Company’s equity interest.

Deposits received
The increase in the Group’s deposits received by 157% is mainly attributable to the increase in
sales deposits received.

The ageing of deposits received is within one year.

Except for those as stated in Note VI point 6, the balance of deposits received does not contain
any deposits received from a shareholder who holds 5% or above of the Company’s equity
interest.

Wages payable
The decrease in the Group’s wages payable by 99% is mainly attributable to the payment of

2000 bonus in current year.

Current year balance represents performance related wages.
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20.
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(Prepared under PRC accounting standards)

31 December 2001

Tax payable

2001 2000

RMB RMB
Income tax (9,704,786) (22,972,680)
VAT 268,581,097 289,367,344
Business tax 111,552 (3,278,001)
Other taxes 561,030 (4,118,547)
Total 259,548,893 258,998,116

The basis of calculations and the applicable tax rates are disclosed in Appendix Il of the

financial statements.

The movement of VAT for the year 2001 is disclosed in the supplementary information of the

financial statements.

Other taxes payable

2001 2000
RMB RMB
Education surcharge 319,389 (1,108,367)
Flood prevention fund 16,515,129 11,642,030
Other taxes 25,801 544
Total 16,860,319 10,534,207

The increase in the Group’s other tax payable by 60% is mainly attributable to the increase in

flood prevention fund.

The basis of calculations and the applicable tax rates are disclosed in Appendix Ill of the

financial statements.
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(Prepared under PRC accounting standards)
31 December 2001

Other payables

2001 2000

RMB RMB
Labour costs 27,375,779 35,107,300
Construction fee 125,008,384 130,420,817
Maintenance and inspection fee 17,202,686 19,362,495
Others 29,370,761 50,992,658
Total 198,957,610 235,883,270

Except for those as stated in Note VI point 6, the balance of other payables does not contain

any other payables to a shareholder who holds 5% or above of the Company’s equity

interests.

Certain of the Group’s other payables are aged over three years as a result of a delay in

settlement of construction fee.

Accrued charges

2001 2000

RMB RMB
Loan interests 47,695,984 44,064,176
Freight charges 64,085,423 28,578,589
Retirement benefits payable to early retired employees 73,142,630 72,000,000
Others 50,248,912 32,505,804
Total 235,172,949 177,148,569

The increase in the Group’s accrued charges by 33% is mainly attributable to the increase in

freight charges.
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(Prepared under PRC accounting standards)
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23. Long term loans, current portion

2001 2000

Annual
Original Original interest rate Conditions of
Currency Currency RMB  Currency Currency RMB Maturity date % borrowings

The Industrial and RMB 103,940,000 103,940,000 RMB 400,468,000 400,468,000 2/2002-12/2002 2.88-5.94 Unsecured
Commercial Bank of
China — Magang
Branch

China Construction RMB 2,700,000 2,700,000 RMB 2,700,000 2,700,000 12/2002 2.88 Unsecured
Bank — Maanshan

Branch

The Industrial and N/A — — RMB 30,000,000 30,000,000 N/A N/A  N/A
Commercial Bank of
China — Anhui
Branch

China Construction RMB 60,000,000 60,000,000 RMB 120,000,000 120,000,000 12/2002 6.21 Guaranteed by
Bank — Holding
Metallurgical Branch

China Construction RMB 13,200,000 13,200,000 RMB 13,200,000 13,200,000 12/2002 2.4 Unsecured
Bank —
Metallurgical Branch

Agricultural Bank of N/A — — RMB 20,000,000 20,000,000 N/A N/A  N/A
China — Maanshan

Branch

China Construction usbD 7,972,657 65,986,493 USD 7,972,657 65,998,451 10/2002 5.8 Guaranteed by
Bank — Anhui Holding
Branch

Bank of China — EUR 123,947 907,015 LUF 5,000,000 953,965 9/2002 0.25 Unsecured
Maanshan Branch
(Note)

Total

246,733,508 653,320,416

The decrease in Group’s long term loans, current portion by 62% is attributable to the

decrease in loan borrowings and increase in loan repayments.

Note: According to the changeover requirements as determined by the European Commission of European
Union, the Company’s long term loan, as previously denoted in Luxembourg Francs, was converted into
Euro by the Credit Department of the Bank of China — Maanshan Branch, at a rate of 1 EUR to 40.3399
LUF on 30 June 2001.

MAANSHAN IRON & STEEL COMPANY LIMITED |j|18_—|



(Prepared under PRC accounting standards)
31 December 2001

24. Long term loans

2001 2000
Annual
Original Original interest rate  Conditions of
Lender Currency Currency RMB  Currency Currency RMB  Maturity date % borrowings
The Industrial and RMB 20,000,000 20,000,000 RMB 130,000,000 130,000,000 2/2003 5.94 Unsecured
Commercial Bank of
China — Magang
Branch
China Construction RMB 505,000,000 505,000,000 RMB 365,000,000 365,000,000 6/2003-12/2007 6.21 Guaranteed by
Bank — Holding
Metallurgical
Branch
China Construction usb 35,876,958 296,914,033 USD 43,849,615 362,991,497 4/2003-10/2007 5.8 Guaranteed by
Bank — Anhui Holding
Branch
Bank of China — EUR 2,107,089 15,419,255 LUF 90,000,000 17,171,370 3/2003-10/2019 0.25 Unsecured
Maanshan Branch
(Note)
Total 837,333,288 875,162,867

Note: According to the changeover requirements as determined by the European Commission of European
Union, the Company’s long term loan, as previously denoted in Luxembourg Francs, was converted into
Euro by the Credit Department of the Bank of China — Maanshan Branch, at a rate of 1 EUR to 40.3399
LUF on 30 June 2001.

25. Specific payables

2001 2000
RMB RMB
Government subsidies for specific construction projects 485,840,000 58,920,000

The increase in the Group’s specific payables by 725% is attributable to the increase in

government subsidies for specific construction projects.

26. Other long term liabilities

2001 2000
RMB RMB
Accrued charges for furnace relining 120,343,721 123,971,940
Retirement benefits payable to early retired employees 61,724,138 84,998,110
Total 182,067,859 208,970,050

D19_—| 2001 Annual Report



27.

(Prepared under PRC accounting standards)

31 December 2001

Share capital

The Company had

registered,

issued and fully paid

share capital

amounting to

RMB6,455,300,000, with each share having a face value of RMB1. The types and structure of
share capital are as follows:

Group and Company

2001 2000
RMB RMB
A. Unlisted shares
1. Shares held by promoter:
(i) State-owned shares 4,034,560,000 4,034,560,000
(i) shares owned by domestic legal persons — —
(iii) shares owned by foreign — —
(iv) Others — —
2. Legal person A shares 87,810,000 87,810,000
Shares held by employees — —
Preferred shares and others — —
Total unlisted shares 4,122,370,000 4,122,370,000
B. Listed shares
1. A shares 600,000,000 600,000,000
2 B shares — —
3. H shares 1,732,930,000 1,732,930,000
4 Others — —
Total listed shares 2,332,930,000 2,332,930,000
C. Total share capital 6,455,300,000 6,455,300,000

There was no change in share capital during the year.
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(Prepared under PRC accounting standards)

31 December 2001

28. Capital reserve

Group and Company

At 1 Additions Decrease At 31

January during the during the December

2001 year year 2001

RMB RMB RMB RMB

Share premium 3,491,344,482 — — 3,491,344,482

29. Surplus reserves
Group

At 1 Additions Decrease At 31

January during the during the December

2001 year year 2001

RMB RMB RMB RMB

Statutory surplus reserve 189,934,498 20,471,279 — 210,405,777
Statutory public welfare

fund 189,883,907 20,420,259 — 210,304,166

Total 379,818,405 40,891,538 — 420,709,943

Company

At 1 Additions Decrease At 31

January during the during the December

2001 year year 2001

RMB RMB RMB RMB

Statutory surplus reserve 189,833,316 20,351,839 — 210,185,155
Statutory public welfare

fund 189,833,316 20,351,839 — 210,185,155

Total 379,666,632 40,703,678 — 420,370,310
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(Prepared under PRC accounting standards)
31 December 2001

Surplus reserves (continued)

In accordance with the Company Law of the PRC and the Company’s Articles of Association,
the Company is required to allocate 10% of its profit after tax, as determined in accordance
with PRC accounting standards and regulations applicable to the Company, to the statutory
surplus reserve (“SSR”) until such reserve reaches 50% of the registered capital of the
Company. Part of the SSR may be capitalised as the Company’s share capital, provided that the
remaining balance after the capitalisation is not less than 25% of the registered capital of the

Company.

In accordance with the Company Law of the PRC, the Company is required to transfer 5% to
10% of its profit after tax to its statutory public welfare fund (“PWF”) which is a non-
distributable reserve other than in the event of the liquidation of the Company. PWF must be
used for capital expenditure on staff welfare facilities and these facilities remain the property

of the Company.

When the PWF is used, the lower of the cost of assets and the balance of the PWF should be
transferred to the SSR. This reserve is not distributable unless the Company is dissolved. When
the related assets are sold, the amount which was originally transferred from the PWF to the
SSR should be transferred back.

During the year, the directors determined that the Company should transfer RMB20,351,839
(2000: RMB17,300,636) to each of the SSR and the PWF, respectively. This represents 10% of
the Company’s profit after tax of RMB203,518,387 (2000: RMB173,006,359) determined in
accordance with PRC accounting standards. However, the transfer to the PWF is subject to

shareholders’ approval at the forthcoming annual general meeting.

During the year, the subsidiaries’ aggregate appropriation to each of the SSR and the PWF, as
dealt with in the Group’s financial statements, were RMB119,440 and RMB68,420,

respectively.
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(Prepared under PRC accounting standards)
31 December 2001

Retained profits

Group

Amount

Notes RMB

Retained profits at beginning of year 187,891,056

Less: Staff housing subsidies payment charged to retained profits 40 (84,567,947)
Loss from sales of staff quarters charged to opening

retained profits 14 (105,600,289)

Add: Group net profit for the year 208,396,492

Less: Transfer to statutory surplus reserve 29 (20,471,279)

Transfer to statutory public welfare fund 29 (20,420,259)

Dividend payable for the year ended 2001 41 (129,106,000)

Retained profits at end of year 36,121,774

In accordance with the PRC relevant regulations, the retained profits of the Company for the
purpose of profit distribution are deemed to be the lower of the amount determined in
accordance with PRC accounting standards and the amount determined in accordance with

generally accepted accounting principles in Hong Kong.

As at 31 December 2001, the Company had retained profits of approximately RMB20.39
million (2000: approximately RMB177 million), as determined in accordance with the lower of
the amount determined under PRC accounting standards and regulations and the amount
determined under generally accepted accounting principles in Hong Kong accounting

standards, available for distribution by way of cash or kind.

As at 31 December 2001, in accordance with the Company Law of the PRC, an amount of
approximately RMB3.49 billion (2000: approximately RMB 3.49 billion) standing to the credit
of the Company’s capital reserve account, as determined under PRC accounting standards and
regulations, was available for distribution by way of future capitalisation issue. At the same

date, the Company did not have any capitalisation issue.
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(Prepared under PRC accounting standards)

31 December 2001

31. Principal operating income, cost of sales and profit from principal operating activities

Group
2001 2000
Profit from Profit from
Operating operating Operating Cost of operating
Items income Cost of sales activities income sales activities
RMB RMB RMB RMB RMB RMB
Sales of steel products 8,848,110,853 7,637,851,253 1,210,259,600 7,442,412,190 6,255,723,749 1,186,688,441
Sales of pig iron 26,812,279 20,638,626 6,173,653 46,146,734 38,689,987 7,456,747
Sales of steel billets 46,492,338 48,523,412 (2,031,074) 95,459,081 91,369,339 4,089,742
Others 626,513,262 484,338,051 142,175,211 601,668,804 544,172,808 57,495,996
Total 9,547,928,732 8,191,351,342 1,356,577,390 8,185,686,809 6,929,955,883 1,255,730,926
Company
2001 2000
Profit from Profit from
Operating operating Operating Cost of operating
Items income Cost of sales activities income sales activities
RMB RMB RMB RMB RMB RMB
Sales of steel products 8,775,293,899 7,583,387,862 1,191,906,037 6,541,947,049 5,408,128,374 1,133,818,675
Sales of pig iron 26,812,279 20,638,626 6,173,653 25,166,353 21,951,782 3,214,571
Sales of steel billets 46,492,338 48,523,412 (2,031,074) 94,885,501 90,757,776 4,127,725
Others 563,605,218 432,766,462 130,838,756 417,063,316 364,198,334 52,864,982
Total 9,412,203,734 8,085,316,362 1,326,887,372 7,079,062,219 5,885,036,266 1,194,025,953

The sales of the five major customers

amounted to RMB2,284,687,465, which accounted for

24% of the total Group’s and Company’s sales volumes respectively.

The Group has only one business segment, which is the manufacture and sale of iron and steel

products, and therefore, no business segment information is presented. No geographical

segment information is presented as the Group’s operations were substantially carried out in
the PRC during the year.
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(Prepared under PRC accounting standards)
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Sales tax and surcharges

2001 2000
RMB RMB
City construction and maintenance tax 52,138,116 44,581,084
Education surcharge 22,344,907 19,106,179
Other taxes 247,310 290,230
Total 74,730,333 63,977,493

The calculation bases of the Group’s sales tax and surcharges and the related tax rates are
disclosed in Appendix Il of the financial statements.

Other operating profit/(loss)
The other operating profit of the Group is mainly attributable to other operating income

being greater than other operating expenses.

Administrative expenses
The increase in the Group’s administrative expenses by 35% is mainly attributable to the
increase in bad debts provision and salaries.

Financial expenses

2001 2000

RMB RMB
Interest expenses 150,762,519 203,494,052
Less: Interest income (22,308,192) (27,658,501)
Exchange loss 2,315,332 2,614,994
Less: Exchange gain (3,112,346) (2,641,956)
Others 2,732,618 1,963,104
Total 130,389,931 177,771,693
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(Prepared under PRC accounting standards)
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36. Investment income

Group Company
2001 2000 2001 2000
RMB RMB RMB RMB
Equity investments income 669,937 2,675,648 669,937 2,675,648

The decrease in the Group'’s investment income by 75% is attributable to the decrease in

equity investment.

37. Subsidies income

2001 2000
RMB RMB
Government subsidies income 4,942,320 232,475

The increase in the Group’s subsidies income by 20 folds is attributable to the increase in

government subsidies income.

38. Non-operating income

The increase in the Group’s non-operating income by 143% is mainly attributable to the

increase in exemption on repayment of environmental protection loans.

39. Non-operating expenses

2001 2000

RMB RMB
Retirement benefits payable to early retired employees — 221,000,000
Provision for impairment of construction in progress 7,000,000 67,000,000
Provision for impairment of fixed assets 104,886,515 20,544,897
Staff children education expenses 25,731,857 25,220,142
Loss on disposals of fixed assets, net 62,994,520 12,185,861
Loss on disposal of construction in progress 95,834,093 —
Penalties 6,181,470 8,845,394
Others 2,204,196 313,817
Total 304,832,651 355,110,111
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41.

42.

(Prepared under PRC accounting standards)
31 December 2001

Staff housing subsidies charged to retained profits

Under the rules of directive N0.2001 (5) issued by the Ministry of Finance, the one-off lump
sum housing subsidies payments to eligible current and retired employees aggregating
RMB84,567,947 (2000: RMB20,872,421) during the year have been charged to the retained
profits accounts.

Dividend payable

Group and Company

2001 2000
RMB RMB

Proposed final dividend — RMB2 cents (2000: RMB2 cents) per
ordinary share 129,106,000 129,106,000

Proposed final dividend is determined based on the profit appropriation plan for the year
ended 2001 as approved by the Board of Directors. Dividend payable to legal person shares, A
shares and H shares amounted to RMBS82,447,400, RMB12,000,000 and RMB34,658,600
respectively. The proposed final dividend is subject to approval by the shareholders at the
forthcoming annual general meeting.

Other cash paid relating to operating activities

2001

RMB
Real estate tax 28,359,534
Environmental protection fee 29,852,294
Welfare and support service 77,588,345
Export related cost 18,921,753
Transportation cost 21,228,913
Unloading cost 10,443,474
Packing fee 12,302,760
Staff children education expenses 25,731,857
Sewage system cost 7,920,000
Warehouse fee 3,389,810
Stamp duty 4,379,903
Others 62,146,346
Total 302,264,989
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(Prepared under PRC accounting standards)
31 December 2001

43. Other cash received relating to financing activities

2001
RMB

Government subsidies for specific construction projects 426,920,000

44. Deferred credit
On 1 January 1994, the PRC government abolished the dual exchange rate system by unifying
the official and swap centre rate systems which resulted in an unified exchange rate as quoted
by the People’s Bank of China. The deferred credit arose from the retranslation of the
proceeds received from the issue of H shares before and after the unification of the exchange
rates on 31 December 1993 and 1 January 1994, respectively. In accordance with the directives
issued by the Ministry of Finance and recommendations from the officials of the Ministry of
Finance and the China Securities Regulatory Commission, this exchange difference is recorded
as a deferred credit on the balance sheet. Pursuant to a directive issued by the Ministry of
Finance on 2 March 1994, the directors determined that the Group should retain the deferred

credit to offset future losses, or retain the amount until liquidation.
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45.

(Prepared under PRC accounting standards)
31 December 2001

Differences in financial statements prepared under PRC and Hong Kong accounting standards

Ernst & Young is responsible for the audit of financial statements prepared under Hong Kong

accounting standards.

Effects on net profit and the shareholders’ funds arising from the material differences

between the consolidated financial statements prepared under PRC and Hong Kong

accounting standards are summarised as follows:

2001 2000

Difference in net profit Notes RMB’'000 RMB’'000
Net profit under Hong Kong accounting standards

as previously reported — 102,301
Retrospective adjustment
Adjustment of furnace relining costs incurred (iii) — (2,137)
Net profit under Hong Kong accounting standards

(2000: as restated) 152,281 100,164
Add back:
Amortisation of deferred staff cost (i) 17,600 —
Staff housing subsidies to:

Current employees (ii) 34,887 34,887

Retired employees (i) — 38,843
Furnace relining costs incurred (iii) 9,119 13,985
Deduct:
Provision for furnace relining costs (iii) (5,491) (11,848)
Net profit under PRC accounting standards 208,396 176,031
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(Prepared under PRC accounting standards)
31 December 2001

45. Differences in financial statements prepared under PRC and Hong Kong accounting standards

(continued)

2001 2000

Difference in shareholders’ funds Notes RMB’'000 RMB’'000
Shareholders’ funds under Hong Kong accounting

standards as previously reported — 11,835,128
Retrospective adjustment
Last year proposed final dividend restated as capital

and reserves section (iv) — 129,106
Add back provision for furnace relining costs

charged in prior years (iii) — 123,972
Shareholders’ funds under Hong Kong accounting

standards (2000: as restated) 12,111,381 12,088,206
Add back:
Amortisation of deferred staff cost (i) 17,600 —
Staff housing subsidies charged to profit and loss

account:

Current employees (ii) 69,774 34,887

Retired employees (ii) 38,843 38,843
Deduct:
Unamortised deferred staff cost charged to opening

retained earnings (i) (105,600) —
Staff housing subsidies charged to retained earnings (ii) (105,440) (20,872)
Provision for furnace relining costs recorded as

liability (iii) (120,344) (123,972)
Proposed final dividend (iv) (129,106) (129,106)
Deferred credit (v) (1,373,631) (1,373,631)
Shareholders’ funds under PRC accounting standards 10,403,477 10,514,355
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(Prepared under PRC accounting standards)
31 December 2001

45. Differences in financial statements prepared under PRC and Hong Kong accounting standards

(continued)

@

(i)

Deferred staff cost

From 1994 to 1997, the Company paid approximately RMB190 million for the purchase
of certain new staff quarters for its employees. Those staff quarters were fully delivered
for use during 1997. From January 1997, the Company commenced the sale of staff
quarters to its employees in accordance with the Maanshan Municipal Regulation (the
“Regulation”) governing the sale of public housing. The Regulation sets out the rules
and conditions governing the sale and purchase of staff quarters in Maanshan, including
the quantum of price discount given to the Company’s employees. Most of the staff
quarters have been sold at preferential prices and a loss of approximately RMB164
million was incurred. As at 31 December 2000 or before, under Hong Kong and PRC
accounting standards, the relevant loss was recorded as deferred staff cost and
amortised over the estimated remaining average service life of the relevant employees
of 10 years, commencing from the dates of sale of staff quarters. As at 31 December
2000, the accumulated amortisation thereof was approximately RMB58.18 million and
the deferred staff cost net of amortisation was approximately RMB106 million.

Under Hong Kong accounting standards, the current year treatment still follows the
aforesaid accounting policies and the required amortisation of approximately RMB17.6
million was charged to the profit and loss account during the year.

Under PRC accounting standards, starting from 1 January 2001, the Company
implemented the rules of directive No. 2001(5) issued by the Ministry of Finance in
January 2001 to fully charge the unamortised deferred staff cost of approximately
RMB106 million as brought forward from 31 December 2000 to the opening retained
profits account as at 1 January 2001 directly.

Staff housing subsidies

Pursuant to an implemented staff housing subsidies scheme, the Company is required to
pay one-off lump sum cash subsidies to both current and retired employees who are
eligible under the scheme, provided that each eligible employee entitled to the
subsidies continues to provide service to the Company for a stipulated period, or to the
date on which they reach their respective normal retirement ages, whichever is the
earlier. The directors estimated that the aggregate subsidies payable to all eligible
current and retired employees to be approximately RMB349 million and RMB38.84
million, respectively. The subsidies payable to current and retired employees will be on a
batch basis upon application from eligible employees during the coming years.
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(Prepared under PRC accounting standards)
31 December 2001

45. Differences in financial statements prepared under PRC and Hong Kong accounting standards

(continued)

(i)

(iii)

Staff housing subsidies (continued)

Under Hong Kong accounting standards, the subsidies payable to eligible current
employees have been provided for on a straight-line basis over 10 years, which
approximates the estimated remaining average vesting period of the relevant
employees, commencing from 1 January 2000. Accordingly, subsidies for current
employees of approximately RMB34.89 million (2000: approximately RMB34.89
million) have been accrued and charged to the profit and loss account during the
year. The cumulative effect thereof on the Company’s shareholders’ funds at 31
December 2001 was approximately RMB69.78 million (31 December 2000: approximately
RMB34.89 million).

The aggregate subsidies of approximately RMB38.84 million payable to all eligible
retired employees during the future years have already been fully charged to the
comparative profit and loss account during the year ended 31 December 2000 since such
subsidies are related to past services of eligible retired employees. The cumulative effect
thereof on the Company’s shareholders’ funds at 31 December 2001 was approximately
RMB38.84 million (31 December 2000: approximately RMB38.84 million).

Under PRC accounting standards, the subsidies paid to eligible current and retired
employees aggregating approximately RMB84.57 million (2000: approximately
RMB20.87 million) during the year have been charged directly to the retained profits
account. The cumulative effect thereof on the Company’s shareholders’ funds at 31
December 2001 was approximately RMB105 million (31 December 2000: approximately
RMB20.87 million). No accrual for the subsidies payable to current employees or retired

employees has been made in the financial statements.

Furnace relining costs

Under PRC accounting standards, provision for furnace relining costs has been accrued
on a straight-line basis over the period between relinings, and the resulting provision of
approximately RMB5.49 million (2000: approximately RMB11.85 million) has been
charged to the profit and loss account during the year. As at 31 December 2001, the
balance of provision thereof was approximately RMB120 million (31 December 2000:

approximately RMB124 million).
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(Prepared under PRC accounting standards)
31 December 2001

45. Differences in financial statements prepared under PRC and Hong Kong accounting standards

(continued)

(iii)

(iv)

(v)

Furnace relining costs (continued)

With the implementation of the new Hong Kong Statement of Standards Accounting
Practice (SSAP) 28, furnace relining costs is recognised as and when incurred, and the
Company no longer accrues for the provision for furnace relining costs on a straight-line
basis. Provision for furnace relining costs during the previous year of approximately
RMB11.85 million and the balance thereof of approximately RMB124 million as at 31
December 2000 were derecognised retrospectively by a prior year adjustment, whereas,
the relining costs incurred during the year amounting to approximately RMB9.12 million
(2000: approximately RMB13.99 million) has been charged to the profit and loss

account.

Proposed final dividend

Under PRC accounting standards, proposed final dividends, which are declared and
approved after the balance sheet date, are recognised as a liability at the balance sheet
date.

Under SSAP 9 (Revised), proposed final dividends, which are not declared and approved
until after the balance sheet date, are no longer recognised as a liability at the balance
sheet date, but disclosed as an allocation of retained earnings on a separate line within
the capital and reserves section of the balance sheet. A prior year adjustment has been
made to reclassify the proposed final dividend for the year ended 31 December 2000 of
RMB 129,106,000, which was recognised as a current liability at the prior year end, to the
proposed final dividend reserve account within the capital and reserves section of the
balance sheet. The result of this has been to reduce both the Group’s and the Company’s
current liabilities and increase the reserves previously reported as at 31 December 2000,
by RMB129,106,000. Current year's proposed final dividend of RMB129,106,000 has been
included in the proposed final dividend reserve account within the capital and reserves
section of the balance sheet as at 31 December 2001.

Deferred credit

Under PRC accounting standards, the Hong Kong dollar share proceeds received from
the issue of H shares during 1993 were required to be recorded in Renminbi at the
official rate ruling at the transaction date. Accordingly, in preparing the 31 December
1993 PRC statutory financial statements, the Hong Kong dollar share proceeds were

translated at the official rate prevailing at that date.
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(Prepared under PRC accounting standards)
31 December 2001

45. Differences in financial statements prepared under PRC and Hong Kong accounting standards
(continued)
(v) Deferred credit (continued)
Following the unification of the Renminbi exchange rates on 1 January 1994, under PRC
accounting standards, the Group realised an exchange gain of approximately RMB1,374
million which was recorded as a deferred credit on the balance sheet. Pursuant to a
directive issued by the Ministry of Finance on 2 March 1994, the directors determined
that the Group should retain the deferred credit either to offset future losses, or to

retain the amount until liquidation.

Under Hong Kong accounting standards, the rates of exchange used to record foreign
currency transactions and for the translation of foreign currency assets at 31 December
1993 are those rates quoted by the Foreign Exchange Adjustment Centre in Shenzhen,

and no material gain or loss has resulted from the Renminbi exchange rate unification.

1. Related party involving control relationship
Relationship
with the Legal
Name Registered address Principal activities Company Nature representative
Holding Maanshan City, Mining & sorting of mineral Ultimate Limited Gu Jianguo
Anhui Province, products; construction holding Company
PRC engineering design; company

construction; property
development; integrated
technology service;
domestic trading; food &
beverages; production
services; mechanical &
electrical equipment
manufacturing and metal
products manufacturing

As at 31 December 2001, Holding owned 63.24% of the Company'’s total share capital. Thus all
subsidiaries and associates of the Holding become the Company’s related parties.
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(Prepared under PRC accounting standards)

31 December 2001

Registered capital of related party involving control relationship and related changes

At 1 Increase Decrease At 31

January during the during the December

Name 2001 year year 2001
RMB’'000 RMB’'000 RMB’'000 RMB’000

Holding 6,298,290 — — 6,298,290

Stocks or equity interest held by related party who could control the Company and the

changes
At 1 Increase Decrease during At 31
Name January 2001 Ratio during the year Ratio the year Ratio December 2001 Ratio
RMB’'000 % RMB’000 % RMB’000 % RMB’000 %
Holding 4,081,480 63.23 850 0.01 — — 4,082,330 63.24
Associates

Information on related parties who carried out related party transactions with the Company
and do not involve any control relationship:

Name of related companies

Relationship with the Company
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Subsidiary of the Holding
Subsidiary of the Holding
Subsidiary of the Holding
Subsidiary of the Holding
Subsidiary of the Holding
Subsidiary of the Holding
Subsidiary of the Holding
Subsidiary of the Holding
Subsidiary of the Holding
Subsidiary of the Holding
Subsidiary of the Holding
Subsidiary of the Holding
Subsidiary of the Holding
Subsidiary of the Holding
Subsidiary of the Holding
Subsidiary of the Holding
Subsidiary of the Holding
Subsidiary of the Holding
Subsidiary of the Holding
Subsidiary of the Holding
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(Prepared under PRC accounting standards)
31 December 2001

The following is a summary of the significant transactions carried out in the normal course of
business between the Group and its related parties during the year:

2001 2000
RMB RMB
Transactions with ultimate holding company
Purchases of iron ore and limestone 742,249,458 673,141,120
Fees received for the supply of utilities, services
and other consumable goods (35,327,534) (37,071,347)
Fees paid for welfare, support services and other
services 249,866,304 233,642,745
Purchases of fixed assets and construction services 80,203,988 81,914,075
Sales of steel products — (98,000)
Transactions with subsidiaries & associates of
Holding
Sales of steel products
Including
5 80 07 4 B Y R R (548,202) (4,571,788)
B 5 L i RS A E AR M — (13,809,950)
55 1) T 6 A9 0 4 A BR A A (20,137,247) —
L /NEIRY SR & /| (1,121,616) —
FE 1N ) A o) B 2 (2,848,718) —
(24,655,783) (18,381,738)

The terms for the purchases of iron ore and limestone from Holding were in accordance with
an agreement dated 14 October 1993 and a supplementary agreement dated 27 April 2001

between the Company and the Holding.

The terms for the cross-provision of welfare, support services and other services between the
Company and Holding were based on a service agreement dated 14 October 1993 and a
supplementary agreement dated 27 April 2001 between the Company and Holding.

The other related party transactions were conducted on terms determined between the Group

and Holding.

Details on balances with Holding, and the subsidiaries and associates of Holding are set out in

Note VI point 6 to the financial statements.
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(Prepared under PRC accounting standards)

31 December 2001

Receivable from/payable to related parties

2001 2000 Details

RMB RMB
Trade receivables:
Holding 1,110,948 4,533,104 Trade
LG BN ARAR — 6,473,200 Trade
1L T B S A S N ) 180,600 398,095 Trade
BELTTRME AR TH 4,664,217 1,358,900 Trade
b i UL R ) e S RS B 8 2,790,048 — Trade
5 B 1) T SR R AR B A PR A W 117,217 — Trade
EBEA 2,004,149 — Trade
Total 10,867,179 12,763,299
Other receivables:
Holding 251,348,686 264,802,307 Trade
A 55 85 B — 248,819 Trade
5 B 1L T gL A R AR A IR A W — 159,657 Trade
55 5 = gt 4 2,600,447 2,600,447 Trade
GRYIT 538 15 8 T 26 A IR A F 159,657 — Trade
E#EA A 47,318 — Trade
Total 254,156,108 267,811,230
Trade payables:
Holding 30,317,426 5,042,943 Trade
K B 1) T B 2 B i 1,302,990 9,977 Trade
R 80 % B BR A O B S 8 T 157,679 24,258 Trade
FE 8 2 1 4 6 S AT R 7 = 535,481  Trade
F i VL 4 e S RS B — 63,411 Trade
LRI 16 e A R AT A A 918,541 7,761 Trade
5 60 = 5 94 i 251,342 — Trade
HegHHENF 45,789 — Trade
EHEA A 54,398 — Trade
Total 33,048,165 5,683,831
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(Prepared under PRC accounting standards)
31 December 2001

6. Receivable from/payable to related parties (continued)

2001 2000 Details
RMB RMB

Other payables:
Holding 2,653,290 2,833,183 Trade
5 5 = Wi 84 ik 250,777 250,777 Trade
K 80 v TR B SR R T S N D 50,000 —  Trade
B 6 4 8 L A 17,750 — Trade
LR IGH & A R AR A 90,118 —  Trade
Total 3,061,935 3,083,960
Deposits received:
Holding 20,621,897 585,841 Trade
5 B 1L T 9L R AR S A PR A 929 —  Trade
K6 8 vk %IMfFiLHﬁ A 6,338 —  Trade
T $8 = Vi 58 i 326,674 — Trade
T 50 ) A ) 514 — Trade
RAGHMEANF 1,281 — Trade
EHEA A 1,748 — Trade
LGB R EARETAA 385,660 —  Trade

ISR TAN LY/ R < g e R PN 34,473 —  Trade
Total 21,379,514 585,841
Prepayments:
Holding = 614,359  Trade

The current accounts with related parties are interest-free, unsecured and have no fixed terms
of repayment.
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(Prepared under PRC accounting standards)
31 December 2001

As at 31 December 2001 and 2000, the Group and Company had no significant contingent liabilities.

The commitments for capital expenditure as at 31 December 2001 were as follows:

Group and Company

2001 2000
RMB’000 RMB’000
Contracted, but not provided for:
Thin Plate Project 975,271 —
2500m? Blast Furnace 4,070 —
No. 1 Steel Making Plant Converter Furnace Project 40,981 37,479
Modification of Train Wheel Rolling System 158,956 —
Revamping of High Speed Wire and Rolling Mill Project 99,704 —
Wire Rod Mill of No. 2 Steel Making Plant 491 —
Billet Continuous Casting Machines — 40,209
Other projects 768 —
1,280,241 77,688
Authorised, but not contracted for:
Thin Plate Project 4,044,859 —
2500m? Blast Furnace 788,678 —
No. 1 Steel Making Plant Converter Furnace Project 298,586 525,401
40000m3 Oxygenerator 340,000 —
Modification of Train Wheel Rolling System 118,244 304,480
300m?3 Sintering Machine 298,000 —
Coke Dry Quenching Project 175,000 175,000
No. 2 Coke Furnace 172,000 —
Revamping of High Speed Wire and Rolling Mill Project 55,016 170,000
Wire Rod Mill of No. 2 Steel Making Plant 130,752 —
Reformation of the Dock and Stock Storage Ground 109,510 —
Billet Continuous Casting Machines — 39,492
Other projects 78,040 62,810
6,608,685 1,277,183
Total capital commitments 7,888,926 1,354,871
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(Prepared under PRC accounting standards)
31 December 2001

Certain comparative amounts have been reclassified to conform with the current year’s

presentation.

The financial statements were approved by the board of directors on 15 April 2002.
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