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MANAGEMENT DISCUSSION AND ANALYSIS

Business review

For the six months ended 30 June 2002, the Group incurred a loss attributable to
shareholders of HK$283.1 million, which was classified by net loss on continuing
operations and discontinued operations of HK$72.6 million and HK$210.5 million,
respectively. In the corresponding period last year, the Group recorded a net loss
attributable to shareholders of HK$39.9 million, represented by net loss on
continuing operations of HK$43.7 million and net profit on discontinued operations
of HK$3.8 million.

The increase in loss on continuing operations was mainly due to the disappointing
result of the Group’s shipping operations, where poor market sentiment and severe
competition had caused the operating loss to accelerate in the period. The Group’s
net loss on discontinued operations for the current period included the loss on
disposal of a subsidiary of HK$213.3 million. Such loss was incurred in connection
with the disposal of the Company’s 63.05% shareholdings in Shougang Concord
Grand (Group) Limited pursuant to the Group Reorganization, details of which
were announced previously. In the current period, net profit on discontinued
operations before accounting for this substantial loss amounted to HK$2.8 million,
showing a decrease of HK$1.0 million in profit as compared to the net profit of
HK$3.8 million recorded in last period.

Taken into account the significant increase in loss attributable to shareholders
which arouse mainly on discontinued operations, basic loss per share has increased
to HK12.3 cents for this interim period from HK2.1 cents for the same period last
year.

Trading of steel products, and manufacture and sale of kitchen and laundry
equipment

Due to weak market demand and strong price competition among the steel
manufacturers and traders, Shougang Concord Steel Holdings Limited and its
subsidiaries (“Shougang Steel Group”) recorded a decrease of HK$38.5 million or
44.6% in turnover for the current period, from HK$86.4 million in 2001 to HK$47.9
million in 2002. This significant drop in turnover was mainly attributable to the
contraction in its steel trading business, where sales volume of steel products
declined to 10,000 metric tonnes in 2002 from 28,000 metric tonnes in 2001. The
average price of the steel products sold also decreased to US$163 per metric
tonne in the current period from US$189 per metric tonne in the last period. These
adverse volume and price variances were the main triggers that caused the turnover
of the steel trading business to drop by HK$31.0 million to HK$18.4 million in the
current period when compared with that of last period. The turnover of kitchen and
laundry equipment also experienced a decline of HK$7.5 million or 20.3% to
HK$29.5 million in the current period.
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MANAGEMENT DISCUSSION AND ANALYSIS (continued)

In spite of the increased efforts of the management to tighten cost control measures,
the significant decrease in turnover had an apparent impact on overall performance.
Shougang Steel Group suffered a loss of HK$3.4 million for the first half of 2002,
against a profit of HK$1.5 million for the corresponding period last year. As the
steel market is expected to remain sluggish in the second half year of 2002, the
management will remain cautious in controlling costs while exploring opportunities
to boost turnover.

Shipping

Shougang Concord Shipping Holdings Limited and its subsidiaries (“Shougang
Shipping Group”) reported a total operating revenue of HK$140.6 million for this
interim period, representing a decrease of HK$35.9 million from HK$176.5 million
for the last corresponding period. Operating revenue relating to the voyage charter
and floating crane businesses grew marginally, however there was a significant
shrinkage of HK$39.0 million in operating revenue for the time charter business,
which fell from HK$84.3 million in 2001 to HK$45.3 million in 2002. During the
period under review, the global economic downturn continued to exert substantial
negative impact on the market freight rates, which were dragged down to much
lower levels than those in the first half of 2001. This translated into tremendous
pressure for the operations of the time charter business and resulted in its operating
loss of HK$34.5 million, a decline in profit of HK$35.0 million when compared with
an operating profit of HK$0.5 million in the last period. The depressing freight
rates also led to a fall in operating profit of HK$6.7 million for the voyage charter
business, from HK$8.8 million in 2001 to HK$2.1 million in 2002. The floating
crane business was quite unaffected and maintained a small growth in operating
profit to HK$3.2 million during the period. On the whole, Shougang Shipping
Group incurred a loss attributable to shareholders of HK$32.8 million for the six
months ended 30 June 2002, against a profit attributable to shareholders of HK$7.9
million for the last corresponding period. As it is expected that the prospect of
shipping operations will remain dim in the near future, the Group will review the
operational issues and evaluate its investment in Shougang Shipping Group in a
critical manner.
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MANAGEMENT DISCUSSION AND ANALYSIS (continued)

Manufacture and sale of steel products

During the period under review, the depressed market conditions continued to
cast a shadow over the operations of Firstlevel Holdings Limited and its subsidiaries
(“Firstlevel Group”). The PRC steel markets, which had deteriorated in the second
half of 2001 due to over supply of steel products by the steel manufacturers in
relation to the sluggish demand, remained shaky during this interim period and
became more fragile in the first quarter, where downward price pressure of the
steel products dominated the markets. In view of the persistent weak market
situation driven by slackened demand, price competition among steel manufacturers
was keen and Firstlevel Group had to follow the lead in order to maintain its
sales. For the six months ended 30 June 2002, Firstlevel Group was able to
maintain its sales volume and sold approximately 333,000 metric tonnes of steel
products, while its sales amount declined by 6.1% from HK$754.7 million in 2001
to HK$708.5 million in 2002. Despite such adversity, Firstlevel Group successfully
minimized the negative impact on performance by implementing stringent cost
control measures. As a result, the attributable loss to the Group for this interim
period amounted to HK$29.0 million, representing a decrease of HK$1.3 million
from the attributable loss of HK$30.3 million incurred for the last period.

The Group’s investment in Firstlevel Group includes three joint ventures in the
PRC, in each of which the Group has a 65% interest. During the period under
review, the Group entered into agreements to dispose of its 50% interest in each
of the three joint ventures pursuant to the Group Reorganization, details of which
were announced previously. The Group’s share of the attributable loss in these
three joint ventures amounted to HK$20.2 million for this interim period. It is
expected that the said disposal will be completed in the second half of 2002. As
these joint ventures have been running at a loss for years, the disposal will

improve the Group’s performance in the future.
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MANAGEMENT DISCUSSION AND ANALYSIS (continued)

Manufacture and sale of metallic products and trading of copper and brass products
Shougang Concord Century Holdings Limited and its subsidiaries (“Shougang
Century Group”) recorded a turnover of HK$105.6 million for the six months ended
30 June 2002, an impressive growth rate of 20.5% from HK$87.6 million as
achieved in last interim period. The increase in turnover amounted to HK$18.0
million, out of which HK$13.2 million was attributed to its core business of
manufacture and sale of steel cord, which turnover grew from HK$66.3 million in
2001 to HK$79.6 million in 2002. The improved performance of Shougang Century
Group over the period was not confined to turnover alone. During the period
under review, its gross profit increased from HK$22.8 million to HK$33.1 million,
which were accompanied by an improvement in the gross profit ratio from 26.0%
to 31.4%. Shougang Century Group also managed to keep its expenditure at last
corresponding period’s level and, through proactive measures in credit control
and debt collection, was able to recover some long outstanding debts in the
period, resulting in the write-back of provision for bad and doubtful debts for
HK$14.9 million. Consequently, profit after tax mounted to HK$37.7 million in
2002 from HK$11.3 million in 2001. After accounted for minority interests, Shougang
Century Group’s net profit attributable to shareholders for the current period rose
to HK$27.1 million, an increase of 2.0 times when compared with HK$8.9 million
achieved in 2001. As was the case in last period, the surged growth in profit was
mainly derived from Shougang Century Group’s core business of manufacture and
sale of steel cord, an energetic business division with vision and proven competitive
edge. With this main contributor and general improvement in other business
divisions, it is anticipated that Shougang Century Group will continue to deliver
encouraging results to the Group in the future.

Discontinued operations

During the period under review, the Company disposed of its 63.05% shareholdings
in Shougang Concord Grand (Group) Limited (“Shougang Grand”) pursuant to the
Group Reorganization, details of which were announced previously. Shougang
Grand and its subsidiaries (“Shougang Grand Group”) are principally engaged in
the activities of property investment, development and management in Hong Kong
and the PRC. Shougang Grand Group recorded net profits attributable to
shareholders of HK$18.2 million and HK$4.4 million for the two years ended 31
December 2000, and incurred a net loss attributable to shareholders of HK$72.8
million for the year ended 31 December 2001.
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MANAGEMENT DISCUSSION AND ANALYSIS (continued)

The aggregate consideration of the said disposal amounted to HK$172.3 million
and a loss on disposal of HK$213.3 million was recognized in the accounts for
this interim period. The loss on disposal was calculated by reference to the net
assets of Shougang Grand Group at the date of the disposal. Although the Group
has incurred this one-off exceptional loss, the disposal is in line with the objectives
of the Group Reorganization. It is also in the interests of the Group and the
shareholders of the Company as a whole.

The result of Shougang Grand Group for this interim period has been accounted
for under the heading of discontinued operations in the consolidated accounts up
to the date of its disposal. This included a turnover of HK$7.7 million for the six
months ended 30 June 2002 and the corresponding figure of HK$11.5 million for
the last period. Also included therein were the results of Shougang Grand Group’s
46.3% associate, Shougang Concord Technology Holdings Limited and its
subsidiaries, in which Shougang Grand Group shared its net profit after tax of
HK$6.8 million for this interim period and its loss after tax of HK$1.5 million for
the last period. On the whole, the Group’s share of net profit contributed by
Shougang Grand Group for this interim period amounted to HK$2.8 million, showing
a decrease of HK$1.0 million as compared with HK$3.8 million for the last period.
After accounted for the loss on disposal of HK$213.3 million, the Group incurred a
net loss on discontinued operations of HK$210.5 million for this interim period.

Liquidity and financial resources

The Group financed its operations mainly by cash generated from its business
activities and banking facilities provided by its bankers. As at 30 June 2002, the
Group had banking facilities of HK$51.8 million with banking institutions in Hong
Kong, and banking facilities of RMB418.8 million and US$1.0 million with banking
institutions in the PRC. These banking facilities were utilised to the extent of
HK$15.6 million, RMB368.8 million and US$1.0 million respectively as at 30 June
2002. The banking facilities in Hong Kong were secured by certain properties of
HK$21.0 million, and those in the PRC were secured by certain plant and machinery
with an aggregate net book value of RMB362.6 million, cash deposits of RMB16.4
million and corporate guarantees from Shougang Corporation of RMB321.9 million.
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MANAGEMENT DISCUSSION AND ANALYSIS (continued)

The Group’s current assets as at the current period end amounted to HK$960.6
million, showing a decline of HK$9.6 million from last year end’s level of HK$970.2
million. However, included therein were the Group’s cash and cash equivalents,
which increased by HK$60.1 million, from HK$191.1 million as at 31 December
2001 to HK$251.2 million as at 30 June 2002. In addition, the Group’s current
liabilities decreased from HK$1,206.1 million to HK$1,029.8 million, representing
a decrease of HK$176.3 million for the period. The Group’s current ratio, defined
as current assets divided by current liabilities, improved to 0.93 times as at 30
June 2002 from 0.80 times as at last year end. Nevertheless, the Group’s gearing
ratio, defined as total debts divided by equity, increased to 3.96 times as at 30
June 2002 from 2.62 times as at 31 December 2001. During the period under
review, the Group had no significant exposure to foreign exchange fluctuations
and therefore no hedging arrangements were made in this aspect.

Capital structure

On 10 April 2002, Sino Fortune Investments Limited (“Sino Fortune”), a wholly-
owned subsidiary of the Company and the Company entered into a subscription
agreement with China Gate Investments Limited (“China Gate”), a wholly-owned
subsidiary of Shougang Holding (Hong Kong) Limited (“Shougang HK”) which is
the controlling shareholder of the Company, pursuant to which Sino Fortune has
agreed to issue and China Gate has agreed to subscribe convertible note to repay
part of the existing loans due by the Company to a wholly-owned subsidiary of
Shougang HK. The convertible note, in the principal amount of HK$200 million
with an interest rate of 3% per annum, will fall due in 2004 and the noteholder will
have the right during the conversion period to convert in whole or in part the
convertible note into new ordinary shares of the Company at the initial conversion
price (subject to adjustments) of HK$0.35 per share. Further details in connection
with the issue of the convertible note are contained in the circular to the
shareholders of the Company dated 17 May 2002.

During the period under review, the issue of the convertible note was completed.
The loans in the sum of HK$292.6 million, inclusive of interest, due by the Company
to a wholly-owned subsidiary of Shougang HK were wholly repaid by the said
issue of the HK$200 million convertible note and by cash of HK$92.6 million,

which was funded by part of the net proceeds from the disposal of the Company’s
63.05% shareholdings in Shougang Grand.
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MANAGEMENT DISCUSSION AND ANALYSIS (continued)

Contingent liabilities

As at 30 June 2002, the contingent liabilities of the Group consisted of guarantees
for banking facilities granted to certain third party business corporations in the
PRC of RMB81.9 million and guarantees in respect of performance bonds of
HK$3.5 million.

Employees and remuneration policies
The Group had a total of approximately 4,300 employees as at 30 June 2002.

The remuneration policies of the Group are to ensure the fairness and
competitiveness of total remuneration in order to motivate and retain existing
employees as well as to attract potential employees. Remuneration packages are
structured in a way that takes into account local practices under various
geographical locations in which the Group operates.

The remuneration packages of Hong Kong employees include salary payments,
discretionary bonuses on a performance basis, medical subsidies and a
hospitalisation scheme. All of the subsidiaries of the Group located in Hong Kong
provide pension schemes for their Hong Kong employees as part of their staff
benefits. The remuneration packages of certain employees in the PRC include
salary payments, discretionary bonuses on a performance basis, medical subsidies
and a welfare fund as part of their staff benefits.

In addition, the adoption of a new share option scheme and the termination of the
existing share option scheme were approved by the shareholders of the Company
at the annual general meeting held on 7 June 2002. During the period under
review, no share options were granted under the new share option scheme and no
share options were outstanding as at 30 June 2002.

Prospects

In the wake of a global economic downturn and the intensification of competition
in various business sectors in which the Group operates, the first half of 2002 was
a difficult period for the Group, during which its performance was adversely affected
by such negative factors. On the other hand, the first half of 2002 was also an
encouraging period for the Group, during which the concerted efforts of the
management to reorganize the Group were materialized. As mentioned in our last
Annual Report, the Group has launched a programme of Group Reorganization in
2002. The Group Reorganization is an integral element to streamline the corporate
structure of the Group and will broaden its earning bases. Details of the Group
Reorganization are contained in the circular to the Company’s shareholders dated
17 May 2002. During the six months ended 30 June 2002, the disposal of
shareholdings in Shougang Grand and the issue of convertible note were completed
pursuant to the Group Reorganization. 33
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MANAGEMENT DISCUSSION AND ANALYSIS (continued)

The Group Reorganization will continue to guide the Group in the second half of
2002. This is the roadmap to a brighter future. Along this direction, the Group will
continue to reorganize its corporate structure and streamline its operations. In this
transformation process, the Group will also seek new investments and business
opportunities, especially in the PRC. The accession of China into the World Trade
Organization will create ample opportunities. We will be in a sound position to
take advantage of the new opportunities that will arise by leveraging on our good
relationships with business partners in the PRC and by the immense support of
Shougang Corporation. From a long-term perspective, these factors will eventually
take the Group to a stage of success.

INTERIM DIVIDEND

The Board did not declare an interim dividend for the six months ended 30 June
2002 (2001: Nil).

PURCHASE, SALE OR REDEMPTION OF THE COMPANY’S LISTED SECURITIES

Neither the Company nor any of its subsidiaries has purchased, sold or redeemed
any of the Company’s listed securities (whether on The Stock Exchange of Hong
Kong Limited or otherwise) during the period under review.

DIRECTORS’ AND CHIEF EXECUTIVES’ INTERESTS IN SECURITIES

As at 30 June 2002, none of the Company’s directors or chief executives had any
interests in, or rights to subscribe for, the equity or debt securities of the Company
or any of its associated corporations as recorded in the register maintained in
accordance with Section 29 of the Securities (Disclosure of Interests) Ordinance
(the “SDI Ordinance”).




