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ANA_ .EM'E_NT DISCUSSION AND ANALYSIS

The Group Reorganisation and the Acquisitions was completed in July
2003 and, therefore, the consolidated financial information for the period
from 13 March 2003 (date of incorporation) to 31 December 2003 does
not reflect the full year results of all the subsidiaries comprising the
Group. For the purpose of a proper appraisal of the performance of the
Group for the year ended 31 December 2004, comparisons are made in
this section against the pro forma combined financial information for
the year ended 31 December 2003 as if the Group Reorganisation and
the Acquisitions had been completed and all the relevant companies
forming part of the Group had been held by the Company since 1 January
2003, or the respective dates of incorporation or establishment, or the
respective dates of acquisition, whichever is later. The pro forma
combined financial information was extracted from our Annual Report
2003. Please refer to the Annual Report 2003 for the basis of preparation
of the pro forma combined financial information.

REVIEW OF OPERATIONS

The consolidated turnover and consolidated gross profit for the year
ended 31 December 2004 amounted to HK$1,438.4 million and
HK$374.9 million, representing increases of 34.4% and of 45.1% over
the pro forma combined turnover of HK$1,070.2 million and pro forma
combined gross profit of HK$258.4 million respectively for the last year.
The consolidated gross margin was 26.1%, as compared to 24.1% for
the last year, attributable primarily to the increase in selling price of
cement.

The consolidated profit from operations and profit attributable to
shareholders for the year of the Group were HK$142.8 million and
HK$88.7 million, representing increases of 54.0% and 79.9% from the
pro forma combined profit from operations of HK$92.7 million and pro
forma combined net profit of HK$49.3 million of last year respectively.
These increases were due to increased sales volume and increase in
gross margin.

For the year ended 31 December 2004, the consolidated net cash
generated from operating activities amounted to HK$160.6 million,
representing an increase of 99.3% from the pro forma combined net
cash generated from operating activities of HK$80.6 million of last year.

Cement Business

With the establishment of the new 2,500 tonnes per day dry process
rotary kiln clinker production line at Guangxi CR Cement which was put
into commercial operations in October 2003, the new 600 tonnes per
day cement grinding factory at Zhanjiang which commenced commercial
operations in May 2003 and the completion of construction of the new
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grinding plant in Guangxi CR Cement with an annual production capacity
of 600,000 tonnes in June 2004, total annual cement production capacity
of the Group was approximately 3.3 million tonnes throughout 2004.
Our production lines were almost operating at full capacity production
with the result that total volume of cement sold in 2004 was
approximately 3.56 million tonnes, representing an increase of 23.6%
over that of last year.

In the first half of year 2004, our cement selling prices had increased by
an average of 8.0% and thereafter remained stable until the end of
2004. The consolidated turnover of cement business for the year was
HK$724.5 million, representing an increase of 23.6% as compared with
the pro forma combined turnover of HK$586.2 million last year. The
consolidated profit from operations for the year amounted to
HK$129.7 million, which is approximately 94.5% more than the pro
forma combined profit from operations of HK$66.7 million for the last
year.

The construction of the Group’s new production line with annual

production capacity of 500,000 tonnes of cement or slag powder in
Dongguan is progressing well and we expect it will be put into operations
in May 2005.

FEAERR i R Z2 0 4 EE500, 0008 7K JE B ABIB 15 BT A EE AR
Our new 500,000 tonnes per annum cement or slag powder
production line in Dongguan under construction

As stated in the Prospectus, the Company entered into an option deed
with the Company’s holding company, CR Holdings, in terms of which
the Company has the right to acquire all or any part of the 73.5%
interest in the Pingnan Joint Venture held by CR Holdings at the specified
price within a specified period. The construction of the cement
manufacturing plant for a 5,000 tonnes per day clinker production line
by this joint venture was completed in October 2004. On 29 November
2004, the Company exercised the rights under the option deed and
following the passing of a resolution by shareholders approving the
transaction, the Company completed the acquisition of the Pingnan
Joint Venture on 13 January 2005.

FEMARIZERAEMR AT  China Resources Cement Holdings Limited
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5,000 tonnes per day clinker production line at Pingnan Joint Venture

Following the acquisition of the Pingnan Joint Venture in January 2005,
the Group has planned to build another 5,000 tonnes per day NSP clinker
production line at the production site of the Pingnan Joint Venture. The
construction of this clinker production line is expected to commence in
the second quarter of 2005 and it is anticipated that the new production
line will be completed in the first quarter of 2006.

As mentioned in our Annual Report 2003 and Interim Report 2004, we
planned to build two 5,000 tonnes per day NSP lines in two stages in
Guigang, Guangxi by 2006. By January 2005, the Government has
approved the allocation of land and the environmental assessment
procedures for our Guigang project. Construction of the first production
line has been commenced at full speed and it is expected to be completed
and put into operations in early 2006.

After the completion of the additions to our production capacity as
described above, our Group’s cement annual production capacity will
reach 9.5 million tonnes.

Concrete Business

The Hong Kong construction industry continued to be sluggish during
2004. Overall demand for ready mixed concrete decreased further when
many developers postponed their project construction schedules in
response to sharply higher steel prices, which has also adversely affected
the delivery schedules of precast concrete products. Although we
managed to maintain a proportionate market share of approximately
11% in the ready mixed concrete market of Hong Kong and concrete
market selling price has risen to approximately HK$450 per m?, our
total concrete sales (including mortars and other concrete products) in
Hong Kong was 596,000 m?, representing a decrease of 25.0% from
795,000 m? of 2003. In 2004, the Group’s subsidiaries engaged in
concrete business in the Chinese Mainland produced and sold
approximately 1,003,000 m? of ready mixed concrete, as compared with
368,000 m? in 2003. Concrete prices in our markets in the Chinese
Mainland had been steady throughout the year.
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The consolidated turnover and profit from operations of our concrete
business, including our precast concrete business, for the year amounted
to HK$713.9 million and HK$30.6 million, representing increase of
47.5% and decrease of 10.3% over the pro forma combined turnover
of HK$484.0 million and profit from operations of HK$34.1 million
respectively for the last year. This was mainly due to lower sales volume
in Hong Kong which was not fully offset by the growth achieved in the
Chinese Mainland.

During 2004, Redland Precast sold a total of about 205,000 tonnes of
precast concrete products in Hong Kong and was the largest precast
concrete product supplier with a market share of approximately 35%.
Redland Precast has generated a total turnover of HK$214.0 million
and net loss of HK$1.1 million during the year. The performance of
Redland Precast was adversely affected by the significant production
and transportation cost increases caused by the rise in the price of steel
and oil.

In order to meet strong market demand for ready mixed concrete in the
Chinese Mainland, a new concrete production line with annual
production capacity of 200,000 m? was established in our Dongguan
concrete batching plant which was put into operations in April 2004.
Total annual concrete production capacity of the Group in Dongguan
then increased to 500,000 m3.

On 1 October 2004, the Group acquired 100% equity interest in Foshan
Shunan Concrete Limited which owns and operates two concrete
production lines with total annual production capacity of approximately
500,000 m? for extension of our business coverage into the Foshan
area.

On 18 October 2004, the Group completed the installation and has put
into operation two concrete batching plants with total annual production
capacity of approximately 600,000 m? in Nanning, Guangxi, which is
the Group’s first concrete batching plant in Guangxi and represented
the Group’s strategic entry into the concrete business of Guangxi.

JETO R E R B

Concrete batching plant at Nanning, Guangxi

EBNORZERBEBR AT  China Resources Cement Holdings Limited
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As mentioned in our interim report for 2004, our concrete batching
plant in Shenzhen which was formerly equipped with two production
lines was closed in April 2004 due to the resumption of land on which
our plants were located by the government for use in a highway project.
One of the production lines was relocated to the Group’s other batching
plant in the neighbourhood for resumption of production in July 2004.
We have recently leased another piece of land in Shenzhen for the
building of a new batching plant and expect to re-erect the second
200,000 m3 per year production line and install a new 300,000 m?3 per
year concrete production line in March 2005. By then, our total annual
concrete production capacity in Shenzhen will be increased to 1.6 million m?.

As at 31 December 2004, the Group’s total annual concrete production
capacity in Hong Kong and in the Chinese Mainland was approximately
1.5 million m? and 2.7 million m? respectively.
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Liquidity and Financial Resources

As at 31 December 2004, the Group’s cash and bank balances totaling
HK$257.2 million (31/12/2003: HK$332.9 million) included amounts
held as follows: HK$133.8 million and RMB131.3 million (31/12/2003:
HK$264.5 million and RMB73.5 million).

On 25 October 2004, the Company signed the Facility Agreement with
four banks. Loans drawn under this Facility Agreement are repayable by
five equal bi-annual instalments commencing from the end of the third
year from the date of the Facility Agreement. Under the terms of the
Facility Agreement, CR Holdings, the Company’s holding Company is
required to hold not less than 51% of the voting share capital in the
Company. As at 31 December 2004, total amount of HK$100.0 million
has been drawn down.
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As at 31 December 2004, total bank loans of the Group, which amounted
to HK$691.6 million (31/12/2003: HK$662.4 million), comprised loans
of US$2.2 million, HK$379.5 million and RMB314.0 million (31/12/2003:
US$5.1 million, HK$299.0 million and RMB345.0 million). Bank loans
totaling HK$168.1 million (31/12/2003: HK$304.9 million) carried
interests at fixed rates. Of these bank loans, a total amount of HK$282.7
million (31/12/2003: HK$392.4 million) was secured by fixed assets of
the Group and a total amount of HK$45.2 million (31/12/2003:
HK$77.3 million) was unsecured but covered by guarantees provided
by minority shareholders of subsidiaries on a no fee basis. The gearing
ratio as at 31 December 2004 was 68.3% (31/12/2003: 71.5%).

The Group's business transactions were mainly carried out in Hong Kong
dollars, Renminbi and United States dollars and given the linkage
between these currencies, its exposure to exchange risk is insignificant.
It is the policy that the Group will not engage in any speculative activities.
As at 31 December 2004, the Group did not engage in any hedging
transactions.

Charges on Assets

As at 31 December 2004, certain fixed assets of subsidiaries of the
Company with an aggregate carrying value of HK$532.3 million
(31/12/2003: HK$497.1 million) were pledged with banks for banking
facilities used by these subsidiaries.

Employees

As at 31 December 2004, the Group employed a total of 3,070
(31/12/2003: 2,361) full time employees of which 263 (31/12/2003:
288) are based in Hong Kong and the remaining 2,807 (31/12/2003:
2,073) are based in the Chinese Mainland. The average age of the 184
(31/12/2003: 130) senior and middle managerial staff of the Group is
about 38 (31/12/2003: 39) years. 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 shown in the section on
the Share Option Scheme contained in the Report of the Directors and
note 28 to the financial statements.

FEMARIZERAEMR AT  China Resources Cement Holdings Limited
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CAPITAL EXPENDITURE

The residual balance of the Group’s expansion plans to be invested as
stated in the Annual Report for 2003 was approximately HK$133.8
million. The status of these plans and other planned capital expenditure

ST at 31 December 2004 are as follows:
RZZT=F REZENF
+=ZA=1+—H +=A=+-H
MRRENES REFERIRIE REERRE  HERENER
BEATL BEBT BEBT BEET
Balance Authorised Invested Balance
to be invested during the duringthe  to be invested
hREE Expansion plan at 31/12/2003 Year Year  at31/12/2004
HK$ million HK$ million HK$ million HKS million
REF B EKR Construction of a dry process cement
KEG BER production line, a pier and
ETRETR improvement works at our site
in Guangxi 80.1 - 43.2 36.9
BRREMENKE Expansion of cement production
[z3:2 capacity at our site in Dongguan 50.0 477 414 56.3
PERZEHLER Additional fixed assets used by
FiERRETERE our Dongguan concrete operations 37 - 37 -
RERBEETHER Construction of a dry process cement
VENTKREES production line at Guigang, Guangxi - 656.6 84.6 572.0
WETEEERA Acquisition of the Pingnan Joint Venture - 151.7 - 151.7
1338 856.0 172.9 816.9
Hin B eTAERBE Other capital expenditure contracted
ERRY for but not provided for 19.7
836.6
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or new equity.
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Apart from the foregoing, the Group has no other significant planned
capital expenditure as at 31 December 2004. These planned and intended
capital expenditures and any other future expansion will be financed by
internally generated funds, borrowings, introduction of strategic investors
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