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Our NSP cement production line in Guangxi ZAR

CUSSION AND ANALYSIS

e
s

For the purpose of a proper appraisal of the performance of the Group,
this section on discussion and analysis refers to the information on the
pro forma basis as if the Group Reorganisation and the Acquisition had
been completed and all the relevant companies forming part of the
Group had been held by the Company since 1 January 2002, or the
respective dates of incorporation or establishment, whichever is later.

REVIEW OF OPERATIONS

The pro forma combined turnover and pro forma combined gross profit
for the year ended 31 December 2003 amounted to HK$1,070.2 million
and HK$258.4 million respectively, representing increase of 19.0% and
decrease of 3.5% respectively over the last year. The pro forma combined
gross margin was 24.1%, as compared to 29.8% for the last year,
attributable to the significant drop in selling price of concrete in Hong
Kong and the increase in manufacturing costs for the cement business.

The pro forma combined profit from operations and net profit for the
year of the Group decreased by 24.6% and 32.3% to HK$92.7 million
and HK$49.3 million respectively. These decreases were due to factors
affecting the gross margin as stated above.

For the year ended 31 December 2003, the pro forma net cash generated
from operating activities amounted to HK$80.6 million, representing a
decrease of 36.9% from HK$127.7 million of last year.

Cement Business

~ The Group has successfully
established a new 2,500 tonnes per
day dry process rotary kiln clinker
production line at Guangxi ZAR which
was put into commercial operations
in October 2003 in addition to our
new 600 tonnes per day cement
grinding factory at Zhanjiang which
commenced commercial operations in
May 2003. Total annual cement
production capacity of the Group was
then increased to approximately 3.3
million tonnes. With the commencement of operations of these new
production lines and our Dongguan cement factory operating at over
capacity production, total volume of cement sold in 2003 increased by
33.1% over that of last year to approximately 2.9 million tonnes. In
respect of high grade cement of grade 42.5 or above, we have an
aggregate market share of approximately 14% in the Guangdong
Province and Guangxi ZAR area.

—EE=FFH Annual Report 2003 13



EEBEW RS i g

Management Discussion and:,ﬁ_n,ajlyéis.

SO b

ZEE=F AEBEMNIKE
%E—E1%¢%%E°E§:

E-FENEE KEE
E% SRR E BT ERM
BCREE BT EME
SRR E_TT=FRF
B EFHI5% - NEEHEES
BHE ¥ % 5586,200,000%
T B R A R)445,400,00078
TCIEHN31.6% ° REZHE
EargERINAB
66,700,000 0 8REF
F#425.2%

AN AR B EFT i A A R EE B E BRI R
BRI R AR R A RAEEEENETE S
MRIRIE EERIIE SRR TEERAEK
F’ERATZE73.5%H NS A B DE
HE5,000M8 AR AR A EA D R IE R 2120
1T WA RS R A TR B - A A RIS B IR
ETREES WEEREEHE/TFERERE.

AABRINRBRABEANEL BBHBY
50,000,000/ LB AN A &) R Se /KM A 7K e E
BEoRZIA B E MBI E - A AR TEHIRET IS
REERER-

BRI XK

EBEN - BE = FE
Bk - BREREEREARIER
KR E BB TR A&
BEREBH SRR T E2B2E
BB HEFRELN

Fiﬂﬁ‘ﬁ;J::r+ ET/ﬁ"%ﬁﬁ K
SEDLSEREBTER
SRR TSI BB
1% - BAETEHRE L AIH
EEHRH_FTZET-F
#7687,0003 2 FoK TR EC
TT = FH)647,0003 7K
ERIR40/56% o B R T BIHE £ /5795,00032

LB REZR K ER

Our cement production plant in Dongguan
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Our concrete batching plant in Yuen Long, Hong Kong

In 2003, our cement selling prices had
1 been stable until the last quarter of 2003
when our selling prices in Dongguan were
gradually driven up by an average of
| approximately 5% by the end of 2003 due
to the effect of escalating selling prices
from Eastern China. The pro forma
combined turnover for the year was
HK$586.2 million, representing an
increase of 31.6% as compared with
HK$445 .4 million last year. The pro forma
combined profit from operations for the
year amounted to HK$66.7 million, which is approximately 25.2% more
than that of the last year.

As stated in the Prospectus, the Company entered into an option deed
with CR Holdings pursuant to which the Company has the right to acquire
all or any part of the 73.5% interest in Guangxi Ping Nan China Resources
Yu Feng Cement Co., Limited held by CR Holdings at the specified price
within a specified period from CR Holdings. The construction of the
cement manufacturing plant for a 5,000 tonnes per day clinker
production line by this joint venture has been carried out according to
the original plan and it is expected that the construction will be completed
by the end of this year. The Company will follow up the progress closely
and decide if it should exercise the option.

We have also indicated in our Prospectus that we will spend about
HK$50.0 million for the expansion of our cement production capacity
in Dongguan. The application has already been approved by the
government and we expect that the construction work will commence
shortly.

Concrete Business

The Hong Kong economy continued to
be sluggish and there was a lack of
incentive to invest in construction and
infrastructure projects in 2003. The
Group's concrete business in Hong Kong
had been under significant pressure
throughout the year when overall
demand for ready mixed concrete
decreased further. Whilst we were able
to maintain a proportionate market share
of approximately 11% in the ready mixed
concrete market of Hong Kong, our sales
volume of ready mixed concrete in Hong Kong decreased by
approximately 6% from approximately 687,000 m? in 2002 to
647,000 m? in 2003. Total concrete sales in Hong Kong was 795,000 m?,
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Our concrete batching plants in Dongguan

representing an increase in 1.4% over 784,000 m® of 2002. Declining
market demand and large amount of excess capacity forced concrete
producers in Hong Kong including us to reduce price. A turnaround has
occurred in the middle of 2003 when selling price started to recover. In
2003, the Group's subsidiaries engaged in concrete business in Dongguan
and Shenzhen produced and sold approximately 368,000 m3 of ready
mixed concrete, as compared with 253,000 m? in 2002. Concrete prices
in Dongguan and Shenzhen had been steady during the year until the
last quarter of 2003 when selling prices were pushed up by an average
of approximately 4% due to rising cement price.

The pro forma combined turnover and profit from operations of our
concrete business for the year amounted to HK$484.0 million and
HK$34.1 million, representing increase of 6.6% and decrease of 49.3%
respectively over the last year. This was mainly due to lower sales volume
and falling selling price of ready mixed concrete in Hong Kong.

On 30 July 2003, the Group acquired the
remaining 50% equity interest in Redland
Precast from a former director of a
subsidiary. Thereafter, Redland Precast
became a wholly subsidiary of the
Company. Redland Precast is engaged in
the production of precast concrete
products and glass-fibre reinforced
concrete products which are substantially
sold in Hong Kong. The acquisition has
enabled the Group to enrich its range of
products and to provide an alternative
product for ready mixed concrete to customers. During 2003, Redland
Precast sold a total of about 150,000 tonnes of precast concrete products
in Hong Kong and was the largest precast concrete product supplier
with a market share of approximately 35%. Since Redland Precast has
become a subsidiary of the Group, it contributed a total turnover of
HK$68,784,000 and net profit of HK$3,556,000 during the period up
to 31 December 2003.

On 20 December 2003, the Group signed agreements with independent
third parties for the acquisition of 100% equity interests in Shenzhen
Wenwei Concrete Limited and Shenzhen Shengcheng Concrete Limited
at a total consideration of RMB30,980,000. The acquisition was
completed on 1 January 2004 and the Group’s total concrete production
capacity then increased to 3.2 million m.
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Liquidity and Financial Resources

As at 31 December 2003, the Group’s cash and bank balances and
pledged bank deposits totaling HK$333.9 million (31/12/2002:
HK$260.6 million) included amounts held as follows: HK$264.5 million
and RMB73.5 million (31/12/2002: HK$227.3 million and RMB30.7
million).

As at 31 December 2003, total bank loans of the Group, which amounted
to HK$662.4 million (31/12/2002: HK$365.8 million), were made up of
loans of US$5.1 million, HK$299.0 million and RMB345.0 million
(31/12/2002: US$8.0 million and RMB321.8 million). The increase in
bank loans of HK$296.6 million was mainly due to new Hong Kong
dollar denominated loans, which bear interests at relatively lower rates,
obtained for the acquisition of fixed assets and repayment of
shareholders’ loans of subsidiaries. Bank loans totaling HK$304,850,000
carried interests at fixed rates. Of these bank loans, total amount of
HK$392.4 million (31/12/2002: HK$108.2 million) were secured by fixed
assets of the Group and a total of HK$77.3 million (31/12/2002:
HK$62.5 million) were unsecured but covered by guarantees provided
by minority shareholders of subsidiaries on a no fee basis. The gearing
ratio as at 31 December 2003 was 67.3% (31/12/2002: 38.9%).

The Group's business transactions were mainly carried out in Hong Kong
dollars, Renminbi and United States dollars. It is the policy that the Group
will not engage in any hedging activities other than those for the
avoidance of exchange risk. As at 31 December 2003, the Group did
not engage in any hedging transactions.

Charges on Assets

As at 31 December 2003, certain fixed assets of subsidiaries of the
Company with an aggregate carrying value of HK$497.1 million
(31/12/2002: HK$136.6 million) were pledged with banks for banking
facilities used by these subsidiaries.
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Employees

As at 31 December 2003, the Group employed a total of 2,361 full time
employees of which 288 are based in Hong Kong and the remaining
2,073 are based in the Chinese Mainland. The average age of the 130
senior and middle managerial staff of the Group is about 39 years old.
The Group offers its employees remuneration packages mainly on the
basis of individual performance and experience and also having regard
to industrial practice. The Company has established a share option
scheme whereby employees of the Group may be granted options to
acquire shares in the Company. Details of options granted during the
year are stated in the section on Share Option Scheme in the Report of
the Directors.

CAPITAL EXPENDITURE

As stated in the Prospectus, the Group had expansion plans to the extent
of approximately HK$294.7 million for 2003 and 2004. The status of
these plans are as follows:
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As mentioned in the preceding paragraphs, the Group spent about
RMB31.0 million for the acquisition of two concrete companies in
Shenzhen in January 2004. The Group also intends to invest a total of
HK$1.3 billion for building two NSP lines in Guigang city by 2006 of
which an amount of approximately HK$40.0 million has been approved
by the Directors for acquisition of land.

Apart from the foregoing, the Group has no other significant planned
capital expenditure as at 31 December 2003. These planned and intended
capital expenditures and any other future expansion will be financed by
internally generated funds, bank borrowings or new equity.
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