Directors’ Report

EEERE

The directors present to the shareholders the annual report and the
audited financial statements of the Company and its subsidiaries
(hereinafter collectively referred to the “Group”) for the year ended 31
March 2003 (“Annual Report”).

CHANGE OF COMPANY NAME AND ADOPTION OF CHINESE NAME

Special resolutions were passed by shareholders of the Company at the
special general meetings of the Company held on 15 August 2002 and
17 March 2003 to approve the change of the name of the Company to
Dong Fang Gas Holdings Limited with R Z A REBE B R A 7 as its
Chinese name adopted for identification purpose effective from
24 September 2002 and thereafter the adoption of R 5 ¥ & £ B & R
‘A 7] as its Chinese name under Part XI of the Companies Ordinance
(Chapter 32 of the Laws of Hong Kong) effective from 19 March 2003
respectively.

PRINCIPAL ACTIVITIES

The Company is an investment holding company. The activities of its
principal subsidiaries and associates are set out in notes 15 and 16 to
the financial statements respectively.

RESULTS

The results of the Group for the year ended 31 March 2003 are set out
in the consolidated income statement on page 31 of this Annual Report.

The directors do not recommend the payment of a final dividend for
the year.

CHANGE OF SUBSTANTIAL SHAREHOLDERS BY SUBSCRIPTION AND
PLACING OF NEW SHARES

Pursuant to a subscription agreement dated 4 June 2002, China Strategic
Holdings Limited (“China Strategic”), a company whose shares are listed
on The Stock Exchange of Hong Kong Limited (“Hong Kong Stock
Exchange”), subscribed 20,000,000,000 new shares in the Company at an
issue price of HK$0.01 per subscription share (“Subscription Agreement”).

Pursuant to a placing agreement dated 4 June 2002, the Company placed
through an independent placing agent 25,000,000,000 new shares in
the Company at an issue price of HK$0.01 per placing share (“Placing
Agreement”).
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CHANGE OF SUBSTANTIAL SHAREHOLDERS BY SUBSCRIPTION AND
PLACING OF NEW SHARES (cont’d)

Upon the completion of Subscription Agreement and Placing Agreement,
China Strategic held approximately 43.06% interest in the Company and
the interest held by the former substantial shareholder of the Company,
Manful Star Group Limited, a company wholly-owned by Mr. Lo Lin Shing,
Simon, who was also deemed to be interested in the shares of the
Company, was diluted to less than 10% interest in the Company
according to the register of substantial shareholders maintained by the
Company under section 16(1) of Securities (Disclosure of Interest) (“SDI
Ordinance”). Details of the substantial shareholders as at 31 March 2003
are disclosed under the heading “Substantial Shareholders” on page 23
of this Annual Report.

SHARE CONSOLIDATION

On 17 March 2003, an ordinary resolution of the Company was passed
that every forty existing issued and unissued shares of HK$0.01 each
were consolidated into one consolidated share of HK$0.40 each (“Share
Consolidation”). As a result of the Share Consolidation, the number of
issued shares were consolidated from 46,450,616,240 to 1,161,265,406
and the issued and fully paid up share capital is HK$464,506,162.40.

RESERVES

Movements during the year in the reserves of the Group and the Company
are set out in the consolidated statement of changes in equity on page 35
and 36 of this Annual Report and note 34 to the financial statements
respectively.

FINANCIAL SUMMARY

A summary of the results and the assets and liabilities of the Group for
the past five financial years are set out on page 96 of this Annual Report.
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PROPERTY, PLANT AND EQUIPMENT

During the year, the Group incurred expenditures of approximately
HK$3,187,000 on property, plant and equipment.

The Group disposed of property, plant and equipment with an aggregate
net book value of approximately HK$18,480,000 at a total consideration
of approximately HK$22,287,000. In addition, property, plant and
equipment with an aggregate net book value of approximately
HK$3,109,000 were disposed of as a result of disposal of subsidiaries.

Details of movements in the property, plant and equipment of the Group
during the year are set out in note 14 to the financial statements.

SHARE CAPITAL

Pursuant to a resolution passed at a special general meeting of the
Company held on 15 August 2002, the authorised capital of the Company
was increased from HK$300,000,000 to HK$600,000,000 by the creation
of an additional 30,000,000,000 ordinary shares of HK$0.01 each.

The Company issued and allotted 20,000,000,000 and 25,000,000,000
ordinary shares of HK$0.01 each in the Company for cash at HK$0.01
per share under the Subscription Agreement and Placing Agreement
respectively. The shares issued rank pari passu with the then existing
shares in issue in all respects.

The Company issued and allotted five ordinary shares of HK$0.01 each
in the Company for cash at HK$0.012 per share as a result of the exercise
of share options.

The Company carried out a share consolidation whereby every forty
ordinary shares of HK$0.01 each in the issued and unissued share capital
was consolidated into one ordinary share of HK$0.40 each, the nominal
value of the issued and unissued shares after the consolidation of shares
were increased from HK$0.01 to HK$0.40 each. Details of these are set
out in the announcement of the Company dated 22 January 2003.

Details of movements during the year in the share capital of the Company
are set out in note 31 to the financial statements.
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PURCHASE, REDEMPTION OR SALE OF LISTED SECURITIES

The Company has not purchased, redeemed or sold any of its listed
shares and unlisted warrants or those of its subsidiaries during the year.

MAJOR CUSTOMERS AND SUPPLIERS

During the year, the aggregate sales attributable to the Group's five
largest customers were approximately 70.60% of the Group's total sales
and the sales attributable to the Group’s largest customer were
approximately 38.94% of the Group’s total sales. The aggregate
purchases attributable to the Group’s five largest suppliers were
approximately 40.54% of the Group’s total purchases and the purchases
attributable to the Group’s largest supplier were approximately 32.40%
of the Group’s total purchases.

Messrs. Leung Kwok Wa, Ng Kwun Wan and Ng Tik Hong, who resigned
as directors of the Company during the year, are directors of the Group's
largest supplier, Yixing United Ceramics Co., Ltd. All transactions between
the Group and the supplier concerned have been carried out on normal
commercial terms and in the ordinary course of business of the Group.

Save as aforesaid, none of the directors, their associates or any
shareholders which, to the knowledge of the directors, owned more
than 5% of the Company’s issued share capital had any interests in the
Group's five largest customers or suppliers.

DIRECTORS

The directors of the Company during the year and up to the date of this
report were:

Executive directors:
Dr. Chan Kwok Keung, Charles (appointed on 20 September 2002)
Dr. Yap, Allan (appointed on 20 September 2002)
Mr. Chan Kwok Hung (appointed on 20 September 2002)
Ms. Chan Ling, Eva (appointed on 20 September 2002 and
resigned on 18 March 2003)
resigned on 23 September 2002)
resigned on 23 September 2002)
resigned on 23 September 2002)
resigned on 23 September 2002)

Mr. Leung Kwok Wa
Mr. Ng Kwun Wan
Mr. Ng Tik Hong

(
(
(
Mr. Ng Sai Hung (

Annual Report 2003 —Z2Z=FF

Directors’ Report (cont’d)
ESaRE (#)

BE BEOHELTRES

RAFE ARARUEBE BOHHEH
REFHEAMBLAR 2 EHRORFEL
™R R o

TEEFRHED

RAFE AEBBAANEF ZBHEELE
HEAREBBEEFE270.60%  MERERAE
FRHEHANEAEEAHEEEZ
38.94% - REBEBAANEEE 2 BABE
AL AREEAEELE 240.54% MK
ERAEERZBEEIGAEELAEE
28 ,2.32.40%¢

REFE RARABANESREHAE RE
EXERRBBRAERAEERAHEES
HEBRAHERRARDZES - AEHESR
AUEA 2R Z I E - REERIARAE
BzRAEXBEETET

BrEXPRAiEN B -HBBALTHEM
BRGBESHAAN - EERQTACHITRA
5% EZ2 ALV BERAEE AT F R M
EEhHEEEAERD-

=

KARREAFERBEARESAHZES
M

HITESE:

RERELE (R=ZEE-FAA=+H
EZE)

Yap, Allanf£ (R=ZZEZE=-FHA=+H
EZEE)

REIBEE (R=-ZEE-FAA=+H
EZEE)

BB+ (RA=ZEZ=-FhA=+H
EZT YR =-_ZTT=F
=B+ N\BHEMF)

REELEE (R=ZBE-FNA=+=H
BHE)

REELEE (R=ZBE-FHA=+=H
BHE)

REEEE (R=ZBE-FNA=+=H
BHE)

RitEEE  (R=ZBE-FHLA=+=H
BHE)




Directors’ Report

EEERE

DIRECTORS (cont’d)

Independent non-executive directors:
Mr. Ng Wai Hung

Mr. Cheung Hon Kit

Mr. Tsang Link Carl, Brian

(resigned on 31 October 2002)
(appointed on 31 October 2002)

Under the provisions of the Company’s Bye-laws, Dr. Yap, Allan, Mr.
Chan Kwok Hung and Mr. Tsang Link Carl, Brian shall retire from the
board at the forthcoming annual general meeting (“Annual General
Meeting”) and, being eligible, offer themselves for re-election.

No director proposed for re-election at the Annual General Meeting has
a service contract which is not determinable by the Group within one
year without payment of compensation (other than statutory
compensation).

The term of office for the non-executive directors is the period up to
their retirement by rotation in accordance with the Company’s Bye-laws.

DIRECTORS’ INTERESTS IN SECURITIES

As at 31 March 2003, the interest of the directors and chief executive of
the Company and their associates in the securities of the Company or
any of its associated corporations within the meaning of the SDI
Ordinance as recorded in the register required to be kept by the Company
under section 29 of the SDI Ordinance or as otherwise notified to the
Company and the Hong Kong Stock Exchange pursuant to the Model
Code for Securities Transactions by Directors of Listed Companies (“Model
Code"”) was as follows:

Name of director

EENSE

Dr. Chan Kwok Keung, Charles
PR B 58 18 =

Save as disclosed above, as at 31 March 2003, none of the Company’s
directors or chief executive of the Company, nor any of their associates,
had any interests in the securities of the Company or any of its associated
corporations within the meaning of the SDI Ordinance or otherwise
notified to the Company and the Hong Kong Stock Exchange pursuant
to the Model Code.

Nature of interest
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SHARE OPTIONS AND DIRECTORS’ RIGHTS TO ACQUIRE SHARES OR
DEBENTURES

Particulars of the Company’s share option schemes and the movements
of the share option schemes are set out in note 33 to the financial
statements. No share options were outstanding as at 31 March 2003.

No options were granted to or exercised by the directors during the year
and no share options were held by the directors as at 31 March 2003.

A summary of movements of share options under share option scheme
adopted pursuant to a resolution passed on 13 October 1998 and became
effective on 24 December 1999 (“1998 Scheme”) for the year ended 31
March 2003 is as follows:
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* As the options were granted and exercised before the share consolidation of the Company

become effective, no adjustments were required to be made in the exercise price.

The closing price of the shares of the Company on 13 February 2003
immediately before the date on which the options were granted was
HK$0.01. The closing price of the shares of the Company on the date of
exercise was HK$0.01.

The directors are of the view that the value of the theoretical value of
the options granted during the year depends on a number of variables
which are either difficult to ascertain or can only be ascertained on a
number of theoretical basis and speculative assumptions. Accordingly,
the directors of the Company believed that any calculation of the value
of the options will not be meaningful and may be misleading to
shareholders in the circumstances.
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Directors’ Report (cont’d)
ExaRs (A&

DIRECTORS’ INTERESTS IN COMPETING BUSINESSES EENGERB R
Interests of directors of the Company in competing businesses as at 31 R-EZE=ZF=ZA=+—H ' KAFESRK
March 2003 required to be disclosed pursuant to Rule 8.10 of the Listing BETRAESIMAETETFTREZHRT
Rules were as follows: XEERNT:
Name of company/ Nature of
partnership/ competing
Name of director sole proprietorship business Nature of interest
o8 /a8AF
EENR BELXEB HEXBHEHE Ean™g
Dr. Chan Kwok Keung, ITC Corporation Limited Trading of Substantial shareholder

Charles

BREI R+

Dr. Yap, Allan

Yap, Allanf& £

Mr. Chan Kwok Hung

and its subsidiaries

BHREEEEERAA
REMBELQT

Hanny Holdings Limited
REEBEARAA
Hanny Holdings Limited
REEBBFRAA

ITC Corporation Limited
and its subsidiaries
BELCEXEERRLA
REKE QT

Hanny Holdings Limited

REEEARAF

building materials

EEREMH

Securities investment
and trading
EFHEREREE

Securities investment
and trading
EFEREREE

Trading of
building materials
BEEREMH

Securities investment
and trading
EHEREREE

and chairman of ITC
Corporation Limited
BELCEXEERRAIAZ
FTERRREE

Chairman of Hanny
Holdings Limited
BEEBBRITDZERE

Managing director

of Hanny Holdings Limited
BREEFRAFAZ
EERKE

Executive director

of ITC Corporation Limited
BELCXEERRATZ
HITES

Executive director

of Hanny Holdings Limited
REEBEERARZ
HITES

DIRECTORS’ INTERESTS IN CONTRACTS OF SIGNIFICANCE AND ESEREASHRBESHNZERE
SERVICE CONTRACT

RERIAFEEMEEA RATREE
A BARERBRTEMAQARNESERE
FHEEEAER (BEREEIBE) 2EX

material interest, whether directly or indirectly, subsisted at the end of &8

No contracts of significance to which the Company or any of its
subsidiaries was a party and in which a director of the Company had a

the year or at any time during the year.
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Directors’ Report (cont’d)
ESaRE (#)

SUBSTANTIAL SHAREHOLDERS FERRK

As at 31 March 2003, so far as the directors or chief executive of the HRIZZEE=F=F=+—-HB BAQRTES
Company were aware and according to the register of substantial 4T BUARE P A AR 4B I IR R & R B R
shareholders required to be kept under section 16(1) of SDI Ordinance, MR FEZETERRECMAE FF
shareholders had an interest of 10% or more in the share capital of the AATRARI10%H U LR ZBRUOT:
Company were as follows:

Number of shares held

il B E
Direct Deemed Shareholding
Interest Interest Percentage (%)
HERE
Name of shareholder BEREE HiEES EatEa B9 L (%)
China Strategic Holdings Limited FREEERA TR 500,000,000 43.06
China Strategic (B.V.l.) Limited China Strategic (B.V.l.) Limited 500,000,000 43.06
Great Joint Profits Limited Great Joint Profits Limited 500,000,000 43.06
Note: Great Joint Profits Limited is a wholly owned subsidiary of China Strategic (B.V.I.) HiaE : Great Joint Profits Limited J3China Strategic (B.V.1.)
Limited, which is in turn a wholly owned subsidiary of China Strategic Holdings Limited. Limited 2 2 & [ff & 22 &] » fChina Strategic (B.V.1.)
Both China Strategic (B.V.1.) Limited and China Strategic Holdings Limited are deemed Limited B X EBEER L Al 2 2 BB 2 & A
to be interested in 500,000,000 shares in the Company held by Great Joint Profits Il » China Strategic (B.V.1.) Limited 1 7 & £ H &
Limited. R 2 &] #9 # 18 % # B Great Joint Profits Limited

B # B 2 500,000,00088 7% 22 5] IR 17 # 75 °

Save as disclosed above, as at 31 March 2003, the Company has not

been notified of any other interests representing 10% or more of the BREXWEEN R-ZF=F=A=1+—

Company's issued share capital. B A& D53 R R AT A E A A T T 3
ITIRAN10%E A £ o
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Directors’ Report (cont’d)
EEgRE (A)

CONVERTIBLE LOAN

In 1997, an unsecured convertible loan of US$12 million (“Loan”) which
is repayable on demand and carries interest at the rate of 9.8% per
annum compounded annually for a term of six years was advanced by
Simonson International Development Limited (“Simonson”), a wholly-
owned subsidiary of ING Beijing Investment Company (“ING"), an
independent third party, to Companion-China Limited, a wholly-owned
subsidiary of the Company. The Loan and the accrued interest thereon,
will at the option of the convertible noteholder, be convertible into fully
paid ordinary shares of the Company at a conversion price calculated at
90% of the average closing price of the shares of the Company quoted
on the Hong Kong Stock Exchange for the twenty trading days
immediately preceding the date of notice under the terms and conditions
of the convertible loan deed, details of which are set out in the circulars
to the shareholders of the Company dated 13 May 1997 and 20 December
2000.

By an assignment executed on 18 February 2002, Simonson assigned to
Perfect Master Limited (“PML’), a wholly-owned subsidiary of ING and
an independent third party, the Loan and all related rights and interest.
At the same date, the entire issued share capital of PML and the Loan
were then sold to Galaxy Time Limited, a company held by New World
Enterprise Holdings Limited. Details of which was set out in the
announcement of the Company dated 18 February 2002.

As disclosed in the annual report of the Company for the year ended 31
March 2002 and the interim report for the six months ended 30
September 2002, the Group failed to repay certain part of the Loan,
resulting in whole outstanding principal sum of US$11.9 million repayable
on demand. The conversion option to convert the Loan and the accrued
interest into fully paid ordinary shares of the Company lapsed on 25
June 2003 but all other rights attaching to the Loan continue to subsist.
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MANAGEMENT CONTRACTS

No contract concerning the management and administration of the
whole or any substantial part of the business of the Company was entered
into or existed during the year.

RETIREMENT BENEFITS SCHEMES

Details of the group’s retirement benefits schemes are set out in note
42 to the financial statements.

CODE OF BEST PRACTICE

None of the directors is aware of any information that would reasonably
indicate that the Company is not, or was not throughout, the year ended
31 March 2003, in compliance with the Code of Best Practice set out in
Appendix 14 of the Rules Governing the Listing of Securities on the Hong
Kong Stock Exchange (“Listing Rules”) except that the independent non-
executive directors are not appointed for a specific term as they are
subject to retirement by rotation and re-election at annual general
meeting in accordance with the Bye-laws of the Company.

PRE-EMPTIVE RIGHTS

There are no provisions for pre-emptive rights under the Company’s
Bye-Laws although there are not any restrictions against such rights
under the laws in Bermuda.

POST BALANCE SHEET EVENTS

Details of the significant post balance sheet events are set out in note
44 to the financial statements.
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Directors’ Report (cont’d)
EEgRE (A)

PRACTICE NOTE 19 OF THE LISTING RULES EWmHRBzE19EE RS

Details of the advances to, and guarantees given for the benefits of, the FRAEER-ZETE=F=RA=+—854
Company'’s affiliated companies by the Group as at 31 March 2003 are KARBBLARG T 2UBESNRNAER

as follows: mEHZERFEBOT:
Guarantees
given for
Allowance banking
for amounts facilities
Percentage of Advances to due from granted to
Name of affiliated interest held by affiliated affiliated affiliated Total (after
companies BEAFERE the Group companies companies companies allowance)
BRET
5@ e 4 BEAT
FsER BEAW BEEELR ZHRITME et
Bk 41 REZ R fEHZRE (€:301°3::10 )
% HK'000 HK'000 HK'000 HK'000
FET FET FERT FERT
Asean Fortune Asean Fortune
Corporation Corporation 50.0 56,626 (56,626) - -
Yixing United HEBEHWE
Ceramics Co., Ltd. BERAF (#9) 47.56 31,737 (31,737) 10,268 10,268
(approximately)
88,363 (88,363) 10,268 10,268
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PRACTICE NOTE 19 OF THE LISTING RULES (cont’d)

Advances to the affiliated companies are interest free, unsecured and
repayable on demand.

The proforma combined balance sheet of the associates as at 31 March
2003, which includes the assets and liabilities of Asean Fortune
Corporation and Yixing United Ceramic Co., Ltd., is as follows:

Directors’ Report (cont’d)
EEgRE (A)
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RTHBRARZBRARE-BIEARAR
BAHREE

R-ZZZ=F=A=+—-R BELFAZHE
ZatEERGER EH B Asean Fortune
CorporationR E R EMEBR AT 2 &

EREEWMT:

Balance as at

31 March The Company'’s
2003 attributable interest

W_ZEE=F
=RA=+—H ELT
Z R EhEs
HK$'000 HK$'000
THET FET
Non-current assets EREBEE 70,482 34,405
Current assets REEE 35,956 17,115
Current liabilities REEE (111,298) (53,719)
Net current liabilities REBEEFEEE (75,342) (36,604)
Non-current liabilities ERBEE (6,000) (3,000)
Shareholders’ funds BRRES (10,860) (5,199)
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Directors’ Report (cont’d)
EEgRE (A)

PRACTICE NOTE 19 OF THE LISTING RULES (cont’d)

As at 31 March 2003, there was an approximately sum of
HK$1,664,000 before provision and HK$Nil after provision due from
BT L EER (Wenzhou Xishan Wall Tile Factory), the minority
shareholder of Wenzhou Xishan United Ceramics Company Limited (a
73.5% subsidiary of the Company). Such amount due was interest free,
unsecured and repayable on demand.

As disclosed in the annual report of the Company for the year ended 31
March 2002 and the interim report for the six months ended 30
September 2002, the Group failed to repay certain part of the Loan,
resulting in the whole outstanding principal sum of approximately
US$11.9 million repayable on demand. The Loan was then acquired by
Galaxy Time Limited, a third party, and a company held by New World
Enterprise Holdings Limited, details of which were disclosed in the
announcement of the Company dated 18 February 2002. The conversion
option to convert the Loan and the accrued interest into fully paid
ordinary shares of the Company lapsed on 25 June 2003 but all other
rights attaching to the Loan continue to subsist.

AUDITORS
A resolution will be submitted at the Annual General Meeting to
re-appoint Messrs. Deloitte Touche Tohmatsu as the auditors of the

Company.

On behalf of the Board

Dr. Chan Kwok Keung, Charles
Chairman

Hong Kong, 23 July 2003
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