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REVIEW OF OPERATIONS

The consolidated turnover and consolidated gross profit for the year
ended 31 December 2005 amounted to HK$1,684.4 million and
HK$332.3 million, representing increase of 17.1% and decrease of
11.4% over HK$1,438.4 million and HK$374.9 million respectively for
the last year. The consolidated gross margin was 19.7%, as compared
t0 26.1% for the last year, attributable primarily to the significant increase
in production costs and the decrease in general selling prices.

The profit attributable to shareholders of the Company for the year was
HK$12.5 million, representing a decrease of 84.8% from HK$82.4 million
for the last year.

For the year ended 31 December 2005, the consolidated net cash
generated from operating activities amounted to HK$9.4 million,
representing a decrease of 94.1% from HK$160.6 million for the last
year.

Cement Business

During the year, the Group sold a total of 3.4 million tonnes of cement
products to outside customers, representing an increase of 11.1% over
that of the last year. Approximately 89.3% and 10.7% of our products
are delivered in bulk and in bag, compared with 92.9% and 7.1%
respectively of the last year and 81.6% of which are Grade
42.5 and above (2004: 87.9%).

ANALYSIS OF CEMENT SALES VOLUME BY TYPE
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The market prices of cement in the Chinese Mainland were volatile in
2005. The average selling prices of our cement products remained stable
in the first half of year 2005, but have dropped in the second half of
2005 as a result of intensified market competition due to the release of
more new production capacity into our target markets, which has led to
a drop of 4.8% in the average selling price of our cement products for
2005 as compared with 2004.

Coal prices have increased significantly since the second half of 2004
and remained steady at high level throughout 2005, resulting from
increase in demand for coal and higher coal transportation costs in
response to high oil prices and the government’s effort to combat
over-loading. On a year to year basis, the Group’s coal purchase price
increased by an average of approximately 28.5% during 2005. Coupled
with other production cost increases, our cement production cost in
respect of production lines existing at the beginning of 2005 increased
by approximately 7.8% in 2005 compared with 2004. For the year ended
31 December 2005, total coal costs represented approximately 41% of
our total cement production costs for our production plants with clinker
production lines, an increase of 2 percentage points compared with
that of 2004.

SR BT P R K e A E A A AR A 2

The Group’s pier attached to the cement production site at Pingnan, Guangxi

As a result of significant cost increases, our wet process clinker production
lines, which are not as cost efficient as the NSP clinker production lines,
have been operating intermittently according to demand. During 2005,
our NSP clinker production lines operated at full capacity.

The consolidated turnover of Cement Business for the year was
HK$813.5 million, representing an increase of 12.3% as compared with
HK$724.5 million last year. The consolidated profit from cement
operations for the year amounted to HK$66.4 million, which is
approximately 48.8% less than HK$129.7 million for the last year.
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On 13 January 2005, the Group completed the acquisition of 73.5%
equity interest in CR Pingnan Cement and the related shareholder’s loans
from CR Holdings at the aggregate consideration of approximately
HK$151.7 million. The production line of the CR Pingnan Cement has
been in normal operations since July 2005 after its completion in October
2004.

On 23 February 2005, the Group completed the acquisition of the
remaining 25% equity interest in China Resources Dongguan Cement
Manufactory Holdings Limited which holds 100% interests in our
Dongguan cement plant. Details of the acquisition were as described in
our circular to shareholders on 7 February 2005.

In May 2005, the construction of the Group’s new production line with
an annual production capacity of 500,000 tonnes of slag powder at our
Dongguan cement plant was completed. The establishment of this
production line has enabled the Group to expand its product mix and
provide customers with opportunities to lower their cost through the
use of new products.

The construction of a new 5,000 tonnes per day NSP clinker production
line at our Guigang cement plant and a new 3,200 tonnes per day NSP
clinker production line at our Hongshuihe cement plant in Guangxi were
completed in December 2005 and January 2006 respectively.
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Our newly completed 5,000 tonnes per day NSP clinker production line in Guigang, Guangxi
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At 31 December 2005, the Group possessed NSP clinker annual
production capacity of 3.9 million and cement grinding capacity of
7.7 million tonnes. It is anticipated that the new 5,000 tonnes per day
NSP clinker production line at CR Pingnan Cement will be completed in
the second quarter of 2006. When this construction project is completed,
the Group will possess NSP clinker production lines with annual
production capacity of 6.4 million tonnes and cement annual grinding
production capacity of approximately 9.6 million tonnes.

In order to fully utilised our land, pier and limestone resources, the
Company has commenced the construction of an additional 5,000
tonnes per day NSP clinker production line at Guigang, Guangxi which
is expected to be completed by the third quarter of 2006. By then, the
Group’s NSP clinker production capacity and cement grinding capacity
will be 8.0 million and 11.4 million tonnes per annum respectively.

KR B PR A A China Resources Cement Holdings Limited
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Our cement manufacturing plants at Pingnan and Guigang are all
equipped with piers for logistic movement of raw materials and cement
products along Xijiang River. To ensure that our assets are deployed
efficiently, the pier which was under construction at Qinzhou, Guangxi
has no longer served its originally intended usage for our own logistic
operations and has been re-designated as investment property for rental
income and capital appreciation during the year.

Concrete Business

The Hong Kong economy appears to have improved slightly during 2005
but its effect on the construction industry has not yet been significant.
Overall demand for ready mixed concrete in Hong Kong decreased further
in 2005. 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 been recovering, our
total concrete sales (including mortars and other concrete products) in
Hong Kong was 491,000 m?, representing a decrease of 17.6% from
596,000 m? of 2004. In 2005, the Group’s subsidiaries engaged in
Concrete Business in the Chinese Mainland produced and sold
approximately 1,973,000 m? of ready mixed concrete, as compared with
1,003,000 m? in 2004. Our concrete prices in the Chinese Mainland
dropped by approximately 6.1% during the year.

ANALYSIS OF CONCRETE SALES VOLUME BY TYPE
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The consolidated turnover and profit from operations of our Concrete
Business, excluding our Precast Products Business, for the year amounted
to HK$672.9 million and HK$42.9 million, representing increases of
34.6% and 34.9% from HK$499.9 million and HK$31.8 million
respectively for the last year.

As at 31 December 2005, the Group’s total annual concrete production
capacity in Hong Kong and in the Chinese Mainland were approximately
1.5 million m3 and 2.9 million m?respectively.

IR B R AR L RFE I

Our concrete batching plant at Dongguan

In order to expand our market share of ready mixed concrete in the
Chinese Mainland, the Group has established three subsidiaries in
Xixiangtang of Nanning and Beihai of Guangxi, and in Foshan of
Guangdong for the purpose of building new concrete batching plants
in these areas. It is expected that annual production capacity of
1.6 million m? in total will be set up and put into operations from April
to September 2006 in these areas.

Precast Products Business

During 2005, our Precast Products Business manufactured a total of
242,000 tonnes of precast products. This represents an increase of 18.1%
over 2004 and the business remains as the largest precast product
supplier in Hong Kong with a market share of approximately 35%. Total
turnover amounted to approximately HK$198.1 million during the year,
representing a decrease of 7.4% from HK$214.0 million for the last
year.
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Route 8 (Lai Chi Kok Viaduct) — precast concrete bridge viaduct produced by the Group
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The production and delivery schedules of precast products are relatively
long. Most orders completed in the year were confirmed in 2003.
Production and transportation cost increases in the last two years, caused
by the continuing increase in the price of steel and oil, have had a
significant impact on the Precast Products Business. This has resulted in
a total loss attributable to shareholders of the Company of
HK$33.9 million from the Group’s Precast Products Business during the
year, as compared with HK$1.1 million loss for the last year.

As at 31 December 2005, our Precast Products Business had backlog
orders with value of approximately HK$221.1 million of which
approximately HK$130.0 million and HK$88.9 million are related to
projects in Macau and Hong Kong respectively. These contracts were
substantially awarded during 2005 and it is expected that these orders
with values of HK$183.4 million and HK$37.7 million will be delivered
in 2006 and 2007 respectively.

Liquidity and Financial Resources

On 13 January 2005, the Group issued HK$800.0 million zero coupon
convertible bonds due 2010 guaranteed by and convertible into
400.0 million shares of the Company at the initial conversion price of
HK$2.00 per share for cash to Firstsuccess Investments Limited, a wholly
owned subsidiary of CR Holdings. The Bonds have been listed on the
Stock Exchange since 2 March 2005. At 31 December 2005, a total of
HK$112,000 of the Bonds has been converted into 56,000 shares of
the Company.

As at 31 December 2005, the Group’s cash and bank balances totaling
HK$221.4 million (31/12/2004: HK$257.2 million) included amounts
held as follows: HK$59.3 million and RMB168.0 million (31/12/2004:
HK$133.8 million and RMB131.3 million).
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At 31 December 2005, the Group has total banking facility from certain
banks to the extent of HK$3,143.8 million and total amount of
HK$1,081.2 million remains unused and is available for draw down.
Under the terms of certain agreements for total banking facility of
HK$1.1 billion, 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 2005, total bank loans of the Group, which amounted
to HK$1,985.9 million (31/12/2004: HK$691.6 million), comprised loans
of HK$726.7 million and RMB1,310.3 million (31/12/2004:
US$2.2 million, HK$379.5 million and RMB314.0 million). Bank loans
totaling HK$528.8 million (31/12/2004: HK$168.1 million) carried
interests at fixed rates. Of these bank loans, total amount of
HK$244.4 million was secured by assets of the Group (31/12/2004:
HK$282.7 million secured by assets of the Group and HK$45.2 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 2005 was 212.3% (31/12/2004: 68.3%).

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 activity.
As at 31 December 2005, the Group did not engage in any hedging
transaction.

Charges on Assets

As at 31 December 2005, certain assets of subsidiaries of the Company
with an aggregate carrying value of HK$351.2 million (31/12/2004:
HK$532.3 million) were pledged with banks for banking facilities used
by these subsidiaries.

Employees

As at 31 December 2005, the Group employed a total of 4,757
(31/12/2004: 3,070) full time employees of which 230 (31/12/2004:
263) are based in Hong Kong and the remaining 4,527 (31/12/2004:
2,807) are based in the Chinese Mainland. The average age of the 293
(31/12/2004: 184) senior and middle managerial staff of the Group is
about 38 (31/12/2004: 38) 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 29 to the financial statements.
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CAPITAL EXPENDITURE

WU —EZPFFRATE AELER_ZFZTMNF  The residual balance of the Group’s expansion plans to be invested at
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31 December 2004 as stated in the Annual Report for 2004 was
approximately HK$836.6 million. The status of these plans and other
planned capital expenditure at 31 December 2005 are as follows:

R-BEME Pt TiT
+ZA=1+—H REFER REEA +ZA=t-H
MRRENES  BE (BUE) B4 BERIRE HERENGH
BEAT BEAT BEAT BEERT
Balance Authorised Invested Balance
“EEZMEFH Expansion plan stated to be invested  (cancelled) during during  to be invested
RN HETE in Annual Report 2004 at 31/12/2004 the year theyear  at31/12/2005
HK$ million HK$ million HK$ million HKS million
REFEREAKE Construction of a dry process cement
KEG BER production line, a pier and
ETRETR improvement works in Guangxi 36.9 (36.8) 0.1 -
BRREHED Expansion of cement production
IREERET capacity at our site in Dongguan 56.3 94 65.7 -
R & T R Construction of two NSP cement
REIKREER production lines at Guigang, Guangxi 572.0 3844 6324 324.0
- £y O/ Acquisition of CR Pingnan Cement 151.7 - 151.7 -
RERAFHEE—KHE Construction of a 5,000 tonnes
5,000E¥T L E2% per day NSP clinker
ICRARHEER production line at Pingnan, Guangxi - 497.7 3775 120.2
REFALIOT KR A S Construction of a 3,200 tonnes
—{&AE3, 200858 AKE  per day NSP clinker production line
AREER at Hongshuihe cement plant in Guangxi - 216.0 136.8 79.2
EERBEER Waste heat generation facilities - 86.5 02 86.3
816.9 1,157.2 1,364.4 609.7
Hin BT A ERBE Other capital expenditure contracted
EARX but not provided for 197 2578 113.9 163.6
836.6 1,415.0 1,478.3 773.3

BT EMBEEIN REBMP -_ZZRE+ A= Apart from the foregoing, the Group has no other significant planned
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or new equity.

capital expenditure as at 31 December 2005. 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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