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Management Discussion and Analysis
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For the year ended 31st December, 2003, the Group's net profit was
HK$50,023,000, representing an increase of 11.6% as compared to
the previous year. Earnings per share was HK6.86 cents, representing
an increase of 11.7%. If the gain on deconsolidated subsidiaries in
the previous year of HK$27,838,000 had been excluded, the increase
would have been 194.8%. The growth of profit was mainly attributed
to the booming domestic property market and the continuous increase
in the number of infrastructure projects undertaken in Mainland China
and internally, the enhanced operation rates as well as the
implementation of effective cost control measures. At 31st December,
2003, the Group's net assets (excluding goodwill) amounted to
HK$250,179,000. The rate of return on net assets (excluding goodwill)
was satisfactory and reached 20.0%. The Board has recommended
the payment of a final dividend of HK4 cents per share and the dividend
rate is 58.3%.

It should be noted that the Group’s financial statements have
consolidated those of Shanghai Allied Cement Co., Ltd. (“Shanghai
SAC") since 14th March, 2002, when it became a subsidiary of the
Company. Accordingly, the comparative consolidated income
statement should be interpreted with regard to this abbreviated period
of consolidation.

BUSINESS REVIEW

The scope of business of the Group encompasses the manufacturing
and distribution of clinker, high-grade cement and natural stones,
ceramic tiles, provision of engineering design and installation, and
the distribution of other construction materials.

Cement Business

The demand in the Shanghai cement market continued to grow in
2003, while in the second half of the year, a strong momentum of
growth was observed which in turn drove up the price of cement. The
volume of clinker and cement sold by the Group for the year reached
1,445,000 tonnes, representing an increase of 17.5% as compared to
2002. The segmental profit was HK$99,302,000 in 2003, representing
an increase of 80.8% as compared to the year before.
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Management Discussion and Analysis (Continued)

BUSINESS REVIEW (Continued)
Cement Business (Continued)
Shanghai SAC

The output of Shanghai SAC's clinker and cement of the year amounted
to 717,500 tonnes and 994,300 tonnes respectively, representing an
increase of 7.37% and 14.3% as compared to the preceding year.
The segmental profit was HK$83,532,000, representing an increase
of 46.6% as compared to the previous year. During the year, given
the frequent restrictions of power supply imposed in some areas, the
kiln operation rate of Shanghai SAC still recorded a growth of 2.97
percentage points as compared to the preceding year,
reaching 90.98%, while the grinder operation rate was 88.91%,
a 7.11 percentage point increase as compared to the year before.
During the year, the improvement of the production system was
achieved by the implementation of nine items of technological
innovation. Unfavourable factors, such as the price increase of raw
materials and of coal due to the persistent rise in demand and the
tight electricity supply, were offset by the implementation of
technological innovation projects and various cost control measures.
Such favourable conditions, coupled with the positive effects generated
from the enhanced capacity at each stage of production, helped to
maintain the production cost of cement at a reasonable level with
only a slight increase of RMB5.74 per tonne or 3.04% in 2003 as
compared to 2002. As a result, Shanghai SAC's 2003 results not only
reflected the achievements in the growth of both production and
sales, but also demonstrated that the Group's sustainable business
growth has been supported by continuous technological innovation,
as well as a management comprising a team of professional managers.
Shanghai SAC maintained a leading position among its counterparts
in the China cement industry, in terms of its labour production rate,
cement production cost, kiln operation rate and profit per tonne of
cement. Shanghai SAC was accredited during the year as an AA credit
rating enterprise by the People’s Bank of China.
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BUSINESS REVIEW (Continued)
Cement Business (Continued)

Shanghai SAC (Continued)

In regard to environmental protection, Shanghai SAC persisted in
keeping the internal and external environment of the factory clean
and carrying out renovation projects which turned the surrounding
area of the factory (including the Huangpu River shore) into a refreshing
scene. Such effort was commended by the environmental protection
department of Shanghai and Shanghai
SAC was invited to represent the
industrial sector of Shanghai to attend
and deliver a key speech with the title
of “ Insist on a sustainable development
strategy, improve environmental
protection and conserve energy” at the
“International Forum on New Energy
and Environmental Protection”
convened in Shanghai. Shanghai SAC
was greatly encouraged by and proud
of the recognition from various sectors
for its achievements in environmental
protection. In February, 2003, Shanghai
SAC was accredited as the “first group
of top ten consumer-trusted enterprises
of environment-friendly construction
material” by the China Building
Materials Circulation Association. In
March, Shanghai SAC was named the
“Superior quality environment-friendly
construction materials prestigious

brand” by the China Building Materials
| Enterprise Management Association.

Shandong Shanghai Allied Cement Co., Ltd. (“Shandong SAC")

With Shandong SAC's persistent adherence to the operating strategies
of Shanghai SAC, its production and profit making capability in 2003
was significantly enhanced when compared to 2002. During the year,
Shandong SAC's output of clinker and cement were 373,000 tonnes
and 358,000 tonnes, representing an increase of 8.56% and 44%
respectively as compared to the previous year. Meanwhile, the
production cost dropped by RMB13.51 per tonne or 9.41% to
RMB129.97 per tonne as compared to the preceding year. 448,000
tonnes of cement were sold annually, representing an increase of
11.9%. The segmental profit was HK$20,876,000, a rise of 197.1% as
compared to the year before. The kiln operation rate reached 92.55%
in 2003, representing an increase of 2.59% as compared to the
previous year and such rate was comparable to international high
standard.
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Management Discussion and Analysis (Continued)

BUSINESS REVIEW (Continued)
Cement Business (Continued)
Shandong SAC (Continued)

It deserved a credit that Shandong SAC's production cost could be
greatly lowered under the general phenomenon of price increase in
raw materials and fuels throughout the country. Such an achievement
demonstrated that the setting up of a production plant in the vicinity
of raw materials was advantageous to production cost control and
could control the impact on cost by inflation to the minimum.

Shandong SAC continued refinement of the production system, logistic
system and distribution system to enable even smother operation.
During the year, over ten technologically innovative projects were
implemented and brought in a net income of approximately
HK$6,600,000 resulting from higher income and lower cost. Despite
the rising price of raw materials and fuels, the cost of cement still
dropped by 9.41%, which was remarkable. It should be noted that
Shandong SAC was the first project of the Group'’s expansion with an
investment of US$1,000,000. Based on the net profit for the year,
return on investment was 2.68 times. This has evidenced the vision
and efforts of the management. Shandong SAC is a long-term profit
centre of the Group.

Natural Stone and Ceramic Tile Business

As SARS was under control in the second half of the year, various
domestic property projects in Mainland China commenced
successively and significantly boosted the Group's natural stone and
ceramic tile business. Right market positioning, for instance focusing
on the development of major cities only, namely Shenzhen, Shanghai,
Beijing and Nanjing, in China, as well as the provision of diversified
high-grade products and after-sales services to customers
collaboratively contributed to the Group's profit making potentials.
The Group will continue its effort in broadening the types of goods
and services of construction materials from ceramic tiles, natural stones
and artificial stones to include sanitary ware, construction steel and
water tubing and the provision of renovation services. The turnover of
this sector for the year was HK$38,759,000, representing an increase
of 107.8% as compared to the preceding year. The segmental profit
was HK$8,631,000, representing an increase of 235.4% as compared
to the previous year.

Based on the prevailing environment of the natural stone and ceramic
tile industry, the Group put an emphasis on the “value-added
management” of its TRIWA products and promoted it to be another
quality, trustworthy and professional brand after the success of TITAN
products. The business became the third profit centre of the Group
and its performance was remarkable.

SHANGHAI ALLIED CEMENT LIMITED

ANNUAL REPORT 2003




EEENWE DT (&

Management Discussion and Analysis (Continued)
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FINANCIAL REVIEW
Liquidity, Financial Resources and Capital Structure

The Group's capital expenditure and daily operations and investments
were funded by cash generated from internal operations and loans
by principal bankers. The Group continued to maintain a healthy
balance sheet, with high liquidity and cash reserves of
HK$105,397,000, which included HK$5,914,000 of pledged short-term
bank deposit. The Group had a current ratio of approximately 1.99
(2002: 1.52). At 31st December, 2003, the net assets of the Group
amounted to HK$338,903,000, a 9.1% increase as compared to 2002.
The bank borrowings in current liabilities amounted to HK$89,463,000
of which approximately 98% were at fixed rates. The gearing ratio
(net bank borrowings over net assets) was a negative 4.7% (2002:
positive 13.3%). The Group closely monitored the borrowings to
maintain the gearing ratio at a reasonable level.

Foreign Exchange Fluctuation

Since the Group's operations were mainly located in Mainland China,
most of the bank borrowings were obtained from the banks in
Mainland China in Renminbi, which resulted in minimal risk of foreign
exchange fluctuations.

Charges on Assets

At 31st December, 2003, bank deposits of HK$5,914,000 (2002:
HK$5,107,000) were pledged with banks to secure the Group’s bank
borrowings.

Contingent Liabilities

At 31st December, 2003, guarantees given to bank and financial
institution by the Group in respect of facilities utilised by fellow
subsidiaries and third parties were HK$75,377,000 (2002:
HK$56,604,000) and HK$28,302,000 (2002: HK$22,169,000)
respectively. The discounted commercial bills amounted to
HK$50,061,000 (2002: HK$35,577,000).

BB A K ER B E R A F



EEENWEkO (&)

RERE

TR =FEANKEIERE 1% - £F
HARBEREREERARERSHE
MERE - HERE ==
PA [RAT) REA |
BRG] - B IARRE
BARERR  £5H
PRI T RRE © &
SEET 2 137
7}<‘})E)§2 [EEE | &8
AR ARBRT
iﬂamﬁiﬂuﬁﬁj [ E
mSEMEE - BE"
BErEmE] - £ER
BREBELER_ZT
=FNARPEZES
HEXREEHBEFR |
[2EEMITEESD
ExR] e

VE 313

EERZEE=-FFK - BILUFETRE
BEEEARARGILIHE  EILRAE
BT AE 2,500 BRI A A £
EFNTIR « EREEKEEERNBE
h o BHAR ST FRIKE - %8
ERFEERE—_STRFEIE308
MEZKJER) B AR - EEEE— -

BB ELE LRI - SR - EA
BN G200 MR 0 AR R ARATBLR
it BRIERBBEAORRESTEZSL
HEACE - I ERRE - ATRA - &
2w mis2E%  KREHEIER
TLNBITIRBRTT - ZBEEBREK
REAEESRERBNREEMNEH L
Z—

Y LARAKRROAMAR:

FRReCARIMRE. BAREN, TR R EnEsLEEn
FERETEE cRidmad, BRARE, AAFHS, BRcads,

PETHT mARRPREERE

Management Discussion and Analysis (Continued)

BUSINESS DEVELOPMENT

The domestic economic growth rate of China was about 9.1% in 2003.
The Group is cautious optimistic on the expansion and development
of various construction-related businesses. The
development strategy, under the fundamental
development guideline of “only engaging in
businesses with extensive prior exposure”, aims
at raising the shareholders’ return in the long-run
and developing the Group to become a
prestigious brand in the construction industry. The
Group's “TITAN" cement and “TRIWA" tiles and
marbles are both named as the “Top ten brand
name in quality and consumer satisfaction in
China products market” by Peoples’ Daily Market
Information Centre. In September 2003, Mr. Ng
Qing Hai, the Chief Executive Officer of the Group,
was elected as an “Outstanding entrepreneur in
the construction material industry in China” by
the China Building Materials Enterprise
Management Association.

Cement Business

In late 2003, the Group entered into an agreement with |3 T 5%
B E AR 2 Alto jointly establish a new dry process production plant
having a daily clinker production capacity of 2,500 tonnes in Shandong
so as to enhance the Group’s cement production capacity. The new
production plant is expected to commence operation in late 2004
and should bring the Group's production capacity to 3,000,000 tonnes
per annum by 2005 and further advance the Group's business.

In the vicinity of Shandong SAC, with a quarry at its back and canal at
its front, the production plant, occupying an area of 200 mu, was
designed by Nanjing Design Institute and was equipped with facilities
representing the latest technologies in the industry. In addition to its
competitive advantages in raw materials and fuels, labour cost,
management, brand and market, the Group is confident of the smooth
completion and operation of the new plant. It is possible that this
operation will become one of the Group’s most important profit centre
for a long time.
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Management Discussion and Analysis (Continued)
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BUSINESS DEVELOPMENT (Continued)
Natural Stone and Ceramic Tile Business

The long-term strategy of the Group is to become a prestigious
construction services provider in the industry. The Group has formed
a long-term and stable partnership with European premium
manufacturers, for exploring together the business opportunities of
high-grade stone market in Mainland China. Also, the Group is
continuously improving its internal logistic system and ancillary
procedures and aims to provide customers with quality after-sales
services and related renovation services in order to maximise profit
generating opportunities. The Group continues the development of
such services under the rationale of improving the residential and
living environment of the ultimate users.

Slag Powder Business

It is generally expected that with the booming of the property market
in Mainland China and the growing number of infrastructure projects
undertaken in future, the demand for various construction materials
would continue to escalate. Slag powder is one of the supplementary
materials of high quality concrete, while its cost is lower than its
substitute. Thus, slag powder is very popular among concrete
manufacturers. In view of the current situation of demand exceeding
supply, the Group has invested HK$3,000,000 to establish a slag
powder production plant in Beijing and the Group's shareholding in
the factory is 80%. This plant is located in the western suburb of
Beijing and is equipped with an exclusive railway line and a raw
material storage area. The plant is also close to a concrete batching
plant. It is anticipated that our plant will commence production in
mid-2004 and become an additional profit centre of the Group.

EMPLOYEES AND REMUNERATION POLICIES

At 31st December, 2003, the Group including its subsidiaries but
excluding its associates, employed 577 employees. The remuneration
policies and bonus schemes of the Group are based on the
performance of the staff and market conditions. Based on the
experience of Shanghai SAC, the Group has implemented the
responsibility system of collective target as well as a reward and
punishment method in production and operation in every aspect. An
assessment is made on all staff in respect of income, expense,
management objective and disciplines, etc. The Group evaluates the
performance of every staff, ranging from the Chief Executive Officer
to frontline staff on a monthly basis. It aims to encourage the leading
staff while spurring the intermediate and lagging staff, and to ensure
the salary system is more compatible with the market and the business
development of the Group. The system has achieved remarkable
results. The Group also provides share options to key staff according
to their performance with an objective to inspire them in creating
better results.
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Management Discussion and Analysis (Continued)

RISK MANAGEMENT

The Group places strong emphasis on the establishment of risk
management policy and procedure. The executive committee is
responsible for the risk control and regular review the measures so as
to ensure that all risks arising from the Group’s business are under
timely and effective control.

In regard to its market positioning, the Group persists in doing business
with A-class customers only in order to avoid any adverse impacts on
the Group's business resulting from the unsatisfactory credibility of
customers or their unfavourable economic conditions.

In respect of market information, the Group establishes relationships
with authoritative information centres to exchange information. At
the same time, the Group also regularly works with world-famous
multinational corporations to inquire the trend of global economic
development and in China. It enables the management to keep abreast
with and maintain its sensitivity to the ever-changing economic
conditions so that prompt and constant internal improvement can be
made to tackle the changes of external economic conditions. Such
practice also helps to avert risks arising from the fluctuations related
to interest rate, exchange rate, stock market, credit, property,
commodity price, state policy, as well as the changes of competitors
and suppliers, and facilitate the rapid and steady business growth of
the Group. All the above benefits have arisen from the Group’s risk
management.

In June 2003, the post-SARS era, the Group noted that the State
invested heavily in the domestic infrastructure projects to remedy the
adverse effects of SARS on the economy, which would in turn stimulate
the demand of cement. Therefore, the Group, apart from maintaining
the high volume of sales, adjusted the price of cement upward at the
appropriate time and thus maximised the profit of the Group. In the
second half of the year, the Group anticipated that the State might
implement policies in controlling newly-established cement factories.
Therefore, a new dry process production plant having a daily clinker
production capacity of 2,500 tonnes was started to be set up in
Zaozhuang, Shandong. Such an initiative has enabled the Group’s
policy of suitable expansion to be implemented.
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Management Discussion and Analysis (Continued)
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MARKET RISK ANALYSIS

According to the statistics of the Information Centre of China Building
Materials Industry, the volume of cement utilisation in Mainland China
in 2003 reached approximately 0.88 billion tonnes, representing an
increase of about 25% when compared to 2003. There were
corresponding increases in cement price which reached the highest
for the last decade and it lured investments in setting up cement
factories in all areas. However, the Government has issued repeated
warnings recently on the overheated investment in cement, steel and
electrolytic aluminum and implemented policies to restrict such a
phenomenon. The measures illustrated that the Government has
thorough understanding of market economy and managed to control
the over-investment without any delay. It averted the emergence of
production surplus which would lead to the comeback of deflation.
The measures have been useful in controlling the risk in the industry.

The Group is in the opinion that the cement industry is an industry
which poses certain barriers of entry in terms of resources, capital
and technology. In case of unprofessional companies entering the
industry being unchecked, it is possible that the overall standard of
the industry would be downgraded and it would also be unfavourable
for the quality control of cement. From another point of view, it is an
irreversible trend to develop new dry process cement production line
as the fact is that 80% of domestic cement plants are backward vertical-
kiln cement plants. Nevertheless, a professional and visionary insight,
and not rashness, must be shown in handling all the investments.
The Group insists on its cement business strategy in accordance with
objective conditions such as its capital base and the market demand.
It is anticipated that the Group’s cement sales will reach 3,000,000
tonnes per year in 2005 after the investment in the additional new
dry process production plant in Zaozhuang, Shandong. Leveraged on
the Group’s management, technical and sales teams, as well as its
brand name and its competitive advantages in the market, the market
risk could be properly controlled. According to the estimation of an
authoritative department, the demand of cement in 2004 will reach
approximately 23 million tonnes in the Shanghai cement market,
representing an increase when compared to 2003. The Group is fully
confident in meeting its 2004 target.
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Management Discussion and Analysis (Continued)

MARKET RISK ANALYSIS (Continued)

Along with the revival of the global economy, China’s economy is
entering into a golden era unprecedented in history. China is currently
the growth engine for the global economy. Despite the State's
determination in depressing the overheated economy, yet it is
irreversible that the 21st century will be the century of development
for the PRC. China’s economy will continue to grow at a rapid pace
for the years to come. The Group is going to share the fruits of such
growth as our principal businesses are all located in China. Our staff
will always remember the corporate principle: being a professional
manager, he/she will adopt a positive attitude to tackle problems
regardless of any changes in the environment in order to ensure the
long-term rapid growth of the business.

Ng Qing Hai
Chief Executive Officer

Hong Kong, 26th March, 2004

SHANGHAI ALLIED CEMENT LIMITED

ANNUAL REPORT 2003
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MAJOR PROJECTS FOR “TRIWA" TILES AND STONE
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FRAZBEBRAE
Nanjing Tian An International
Building
RAEBERE
Metro Harbour View in SEABEHESS
Tai Kok Tsui Tsingma Bridge Panoramic Terrace

LiBRZ I
Shanghai Tian An Villa

EBRZHL
Shanghai Tian An Centre

- .
RYNZEH R
Shenzhen Huawei Centre
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MAJOR PROJECTS FOR “TITAN" CEMENT

I ERER =1
Shanghai Waigaogiao Power Plant Phase Il

LS F1 BRI
F1 Racing Circuit in Shanghai

LB/ EIetHE
Shanghai Waigaogiao Terminal

s EREEE
Shanghai Fuxing East Road Tunnel

LI IMRERE
Shanghai Outer Ring Immersed Tube Tunnel

Shanghai Lightrail



