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FINANCIAL SUMMARY MERE
2005 2006 2007
—ETRE —TTAE —EEtE
(RMB million) (RMB million) ~ (RMB million)

(NREBERT) (ARBBEET) (AR®E&ER)

Revenue ON 9,183 9,782 13,499

Gross Profit EF 1,224 1,424 1,917

Profit Attributable to Equity Holders of ~ ZA7A Rz AE ARG & F

the Company 847 1,033 1,160
Basic Earnings per Share (RMB) BREXEHN (AR®) 0.29 0.36 0.40
Net Assets FEEE 4,732 5,601 6,696
Total Assets BEE 8,153 8,221 10,162

Profit Attributable to

Revenue Equity Holders of the Company
L' ON ARREERFEABEGZR
RMB million RMB million
AREBETT AREBETT
15,000 1,200
1,160
13,499
1,100
12,000
1,033
9,782 1,000
9,183
9,000
900
847
6,000
800
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SELLING PRICE AND GROSS PROFIT PER TONNE BEHMEEHREERN
2005 2006 2007
—ZTERF —EER —EELE
(RMB) (RMB) (RMB)
(AR®) (ANR®) (AR¥)
Selling Price per Tonne BWEE 2,739 2,602 3,265
Gross Profit per Tonne BHEER
Billets iiBa 227 384 281
Strips and strip products R EE SR 481 445 404
H-section steel H7Y - 288 668
Cold rolled sheets and R BLIR R 88 5 IR
galvanised sheets (576) (680) 198
Combined Ra 361 380 464
Selling Price per Tonne Gross Profit per Tonne
BEWEE BWER
RMB RMB
AR AR
3,600 - - - - - . 500 - - - - .
3,265
3200 50
2,800 - T RGRCRCREREEE 400
361
2,400 - - - 350 -
2,000 2005 2007 300 2005
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SALES VOLUME BY PRODUCTS REmBEESZHEHE
2005 2006 2007
—ZTERF —EER —EELE
(thousand (thousand (thousand
tonnes) tonnes) tonnes)
(Fm) (Fmg) (F )
Billets 8 1,458 1,173 299
Strips and strip products 5 K A M E o 1,848 2,202 2,451
H-section steel HY 8 - 250 1,205

Cold rolled sheets and R BLIR & 3E HE AR

galvanised sheets 31 121 173
3,337 3,746 4,128

Sales Volume by Products

REmBEEs 2HE
2005 2006 2007
s = —2FtF
43.7%. 55.4% 31.3% 58.8% 7:2% 59.4%

/ r / 4.2% \ ’ /
pd
ﬂ%// zﬁé
/ 6.7%

0.9%
. Billets #f #&

[ strips and strip products # 8 & % 3 8 & &
H-section steel HZU

Cold rolled sheets and galvanised sheets /% BL1R & 8 $¥ ik
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Executive Directors
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Ms. Ma Oi Ming
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Wanchai, Hong Kong
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Tricor Investor Services Limited
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Chqiyman’s Statement
BV F &

2007 China Oriental Group’s entering new era of its

corporate development. The Group recorded continuing
favorable growth in capacity, sales volume, revenues and
profits.

TERLERPERSEEERBERATKIBEHRLT
M—F-ER HEE EXHARZNEERSIZEER



2007 China Oriental Group Company Limited (“China Oriental”,
or the “Company”, together with its subsidiaries the “Group”)’s
entering new era of its corporate development. The Group
recorded continuing favorable growth in capacity, sales volume,
revenue and profit attributable to equity holders of the Company.
In addition, during the year, we successfully brought in the world’s
largest steel conglomerate ArcelorMittal S.A. (“ArcelorMittal”) as

our strategic partner and substantial shareholder.

The Group’s stable development had been recognised by, and
supported by the markets at home and abroad. The Group stood
out from over 600 privately-owned listed enterprises and ranked
10th of the “100 privately-owned listed companies in 2007" and
ranked 34th in “Forbes 2007 Top Chinese enterprises”.

For the shareholders, 2007 was a fruitful year. The Company
offered its shareholders approximately 2.6 times capital return,
being the sum of increase in share price and the dividends payout
during the year. The Group distributed a total dividend of 11.7
HK cents (2006: 5.6 HK cents) per share for 2007, which was 1.1

times more than that of the previous year.

During the year under review, revenue of the Group recorded a
strong growth and had exceeded RMB10 billion. Apart from the
overall surge of market prices in the iron and steel industry, the
Company’s increased sales volume resulted from enhanced capacity
also contributed to a higher revenue. The audited consolidated
revenue of the Group for the year 2007 was appropriately
RMB13,499 million (2006: RMB9,782 million), representing an

increase of 38% as compared to that of 2006.

ZEELFRPBERAFIEEZERAR QA
([HRERFISARA] REMBAR[ARE
BRI BEFLTH —FoEf HEE &
RERADNFER A AR RNFERSES
R RMEKD S A A KNHHEZE D
¥ LT ELYLKER (ArcelorMittal S.A) ([ZE
LORER )RR EERBAERHREE
AR

AEBRSERNBEEREREANSESRR XK
PIE B BE00K L REFBAME - NI=F
THFERECE LT AR BRI FEPMIIE
105 TRIEMHT —ETLFHEBAREE
£ | o 51 5 34fL -

HREME —TTLEHREKMH—F-F
AR M AERRFRIL2.6FME AR R (BIAQ
AIEARMERN EAERFRDIRRKRERE
M) AR EFRFIRBREEFR11.78ML (=
TETRF 568 BREFEA1ME

REEFEEARN NEE 2 HERES R
R UWREEEABE-BRERMEATISER L
BRI ERHE0EEERMEMNT L
F_ETLFNRERGRAHEERAARE
1349987 (ZZEZRF: ARM97.82187T) -
BR-FTNFIEIN38% ©
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Despite a significant surge in raw material cost, higher margin
through continuation of our operation strategy of fine-tuning its
product mix, increasing the proportion of H-section steel sales
volume, we successfully transferred the majority of the cost
pressure to consumers. The Group still maintained a high gross
profit margin, the same level as 2006. Total gross profit for the
year under review increased 35% to RMB1,917 million (2006:
RMB1,424 million).

The audited profit attributable to equity holders of the Company
for the year 2007 was RMB1,160 million (2006: RMB1,033 million)
representing an increase of 12% from that of 2006. Growth of
the Group’s profit for the year was lower than that of the revenue
percentage increase. This was mainly due to the 89,700,000 share
options granted to qualified staff in 2007 in recognition of their
contribution to the Group’s development. The granting of share
options incurred a non-cash expense of RMB160 million. Without
the impact of the non-cash expense, profit attributable to the
equity holders of the Company would be RMB1,313 million,

representing an increase of 25%.

The audited basic and diluted earnings per share for the year
2007 was RMBO0.40, representing an increase of 11% (2006:
RMBO0.36).

During the year under review, the Group was financially strong in
terms of consolidated cash flows. The net cash inflows generated
from operating activities for 2007 was RMB1,074 million (2006:
RMB240 million), 3.5 times higher than that of 2006.

China Oriental Group Company Limited | Annual Report 2007
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The Group increases its equity interest in Jinxi Jinlan from 60% to
81.5% in February 2008. Jinxi Jinlan is engaged in purchase of

billets for processing of cold rolled sheets or galvanised sheets.

Following the completion of the acquisition, the registered capital
of Jinxi Jinlan has been increased from USD29,800,000 (equivalent
to approximately RMB246,446,000) to USD55,152,400 (equivalent
to approximately RMB428,983,000). Shareholders of Jinxi Jinlan
agreed to increase their investment according to the proportion
of their shareholding. The acquisition and the subsequent capital
injection which have been completed in February 2008, have
provided Jinxi Jinlan with sufficient financial support to continue
its development and expand its production scale and to increase

the management control of the Group in Jinxi Jinlan.

ArcelorMittal, acquired approximately 28% equity interest in the
Company from Smart Triumph Corporation and Ms. Chen Ningning
in November 2007, and became China Oriental’s second largest
shareholder. Later on, ArcelorMittal then entered into a
Shareholders’ Agreement (the “Shareholders’ Agreement”) with
the Controlling Shareholders (the “Controlling Shareholders”) of
the Company. The Shareholders’ Agreement will enable
ArcelorMittal to become the majority shareholder of the Company
by purchasing the Controlling Shareholders’ existing 45% stake

in the Company within an agreed period of time.

In addition, the Group has entered into a Business Cooperation
Agreement (the “Business Cooperation Agreement”) with
ArcelorMittal. According to the Business Cooperation Agreement,
ArcelorMittal will share its technology, technical expertise and
know-how with the aim of transforming the Group into a leading
producer of heavy sections in China. ArcelorMittal will also assist

the Group in sourcing of iron ore and coking coal.

AEER_ZTNF_AEHEALH60%
M ES1.5% RS M Z X REA M
500 K % %L 8 A S 5% 8% S AR o

WETRKE 2w IMEREAH
29,800,000% 7T (49 & M A K ¥ 246,446,000
JT) ¥ A ES5,152,400EF T (HERARE
428,983,0007T) 'R H S A BEREIRFE
REEGI/AE S BB REEREEERZ
TEENF_AANTK SRACHESTHE
CRREF EMERFNNAAEEERAS
BB R e

ZEERKEBRNR _ZEFTLF+— AR Smart
Triumph Corporation X & 3 22 2z + I B 18 5 45
BERRABH28%IE - KARATMNE KR
RoBafe REELORERERDRAERRRE
(MERBRER]) FTZ —EHRRHE ([RFEH
) BEBRFHZ TEBLEKRERKEES
A 2 H0 B BRI - 38 38 WU R AR IR R 35 B 45% 1Y
M- APBRRFHARRE-

BONREER T BLEKIEBET LT RBAFH
& ([XBalEmzl) REXBAFHE L
BEAXERBEAREDZHEZ KMERR
MBAEARERATEEI2ENWMEE
B-RBEAERESEABONERRERE S
ERASEREEH-
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ArcelorMittal’s becoming the Company’s second largest shareholder
and the signing of the Business Cooperation Agreement well
reflect its confidence in the potentiality of China Oriental’s
operations, as well as in the iron and steel market of Mainland
China. We are delighted to have the world’s leading steel giant
as our strategic partner and substantial shareholder. We believe
with ArcelorMittal’s support in steel production technology as
well as its network of worldwide raw materials sourcing and
management expertise, China Oriental can expedite its
development and the realisation of its plan to become a world-

class leading H-section steel production base in the PRC.

The Group ranked the 10th position of the “Top 100 privately-
owned listed companies in 2007" in the forth privately-owned
enterprises development forum and the selection of the top 100
privately-owned listed companies, and ranked 34th in “Forbes

2007 Top Chinese Enterprises”.

The ranking of Hebei Jinxi Iron and Steel Company Limited (“Jinxi
Limited”), a major subsidiary of the Group, had been risen to
69th in terms of crude steel processing capacity, among steel
enterprises of the world in 2006, prepared by the Metal Bulletin
of the UK. According to the first 11 months of 2007 financial
and operating index of medium to large-sized steel enterprises in
the PRC, Jinxi Limited ranked the 15th in terms of profit before

tax and ranked 3rd in terms of revenue ratio.

China Oriental Group Company Limited | Annual Report 2007
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The Group's brandname, Jinxi Pai, was accredited “China’s Well-
Known Trademark” by China Trademark Certification Centre and
Evaluation Committee of China’s Household Brands. The Group's
core product, “Jinxi Pai H-section steel”, was also awarded by
Market Daily of People’s Daily and China International Brand
Society and etc as “Top brand in user satisfaction in China
H-section steel industry” and “Top ten outstanding brands in
China’s iron and steel industry”. It was also accredited by the
China Marketing Research and Development Centre as “5-star
brand in user satisfaction and quality” as “Top ten iron and steel
industry well known brands” and “Top ten user satisfaction

products in iron and steel market in China”.

Mr. Han Jingyuan, the Chairman and Chief Executive Officer of
the Company, had been named the “Top ten outstanding people
in Hebei Province metallurgy industry in 2006” by Metallurgy
Policy Research Committee of Hebei Province. He was also named
the “Top ten outstanding people in brand building” by Market
Daily of People’s Daily, the China International Brand Society and

etc.

It is estimated that the demand of steel market in 2008 will
remain stable, with a slowdown in its growth rate. Prices will
fluctuate at a high level. Differentiation among enterprises will
become obvious as enterprise with reliable resources, advanced
facilities and rational product structure are expected to enhance

their profitability.

The supply iron ore and coking coal is expected to remain tight
and prices of these raw materials will continue to stay at a
relatively high level. With the support of ArcelorMittal, the Group
will be able to secure the supply of its key raw materials, thus

ensuring its smooth production and future capacity expansion.
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With the development in recent years, in particular the
optimisation of its product mix, the Group has significantly
improved its competitiveness and profitability. The Group will
emphasise on strengthening Jinxi Limited's fundamentals to actively
participate in the consolidation of iron and steel industry, enabling
it to substantially increase steel processing capacity, through its

organic growth and merger and acquisition.

The Group will also focus on fine-tuning its product mix, with an
aim to increasing H-section steel capacity, and to enhancing its
product average added-value. The Group’'s plan to construct two
additional H-section steel production lines with a total annual
production capacity of 1,200,000 tonnes in Jinxi has obtained
approval from the regulatory authority. Initial preparation works
for the project has commenced. Upon completion and inauguration
of the production lines, which is expected to be in the second
half of year 2008, the Group’'s total production capacity of
H-section steel will reach 2,500,000 tonnes. It is expected, by
2009, the Group’s mainstream product H-section steel will account

for over 50% of its revenue.

With the completion of capital injection into Jinxi Jinlan, the
plant can expand its capacity and further enjoy economies of
scale. We expect the operating results of Jinxi Jinlan will
turnaround in the coming year, and will achieve favorable business

expansion.

The State has placed substantial emphasis on the development of
the steel industry. Being one of the major iron and steel enterprises
in Hebei, the Group’s business development has long been
supported and encouraged by the relevant government authorities.
With ArcelorMittal, becoming its strategic partner and a substantial
shareholder, the Group will be able to expedite its expansion in

scale of operation and acceleration of its production technology.

China Oriental Group Company Limited | Annual Report 2007
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The Board would like to extend its gratitude to the staff for their
dedication and contribution to the Group, and to thank our
shareholders for their support and trust in the Company. We will
continue to join hands with our shareholders and staff to realise
shareholders’ value and enable everyone of us to share our growth

prospects.

On behalf of the Board
China Oriental Group Company Limited

Han Jingyuan

Chairman and Chief Executive Officer

Hong Kong, 27 March 2008
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Han Jingyuan, 51, is the Chairman and Chief Executive Officer
of the Company, and also serves as chairman of the board of
Jinxi Limited and Jinxi Jinlan. Mr. Han graduated from the People’s
University in 1994 with a degree in management. His experience
in the steel industry began in 1984 when he was employed as a
sub-division head of Han'erzhuang Iron Mine. Mr. Han has
in-depth industry knowledge and 23 years of extensive operational
and managerial experience in the iron and steel industry. Mr. Han
was awarded the honorary title of “Top Ten Celebrities for China
Reform Programme in the New Century”, “Economic Top Ten
Men of Honesty and Credibility in China”, “Outstanding
Entrepreneur of Hebei Province”, “The Most Attention-grabbing
Chinese Entrepreneur”, “Best Founding Entrepreneurs in China”,
“Excellent Privately-owned Enterprises Entrepreneur in Hebei
Provinence”, etc.. Mr. Han is the Vice Chairman of the Metallurgy
Chamber of All-China Federation of Industry and Commerce. Mr.
Han is the director and the controlling shareholder of Wellbeing

Holdings Limited, the controlling shareholder of the Group.

Zhu Jun, 44, an Executive Director, Executive Deputy General
Manager of the Company, also serves as an Chief Operating
Officer of the board and the executive director and general
manager of Jinxi Limited. Mr. Zhu graduated in 2001 from a
graduate programme of the Communist Party School in Hebei
Province with a diploma in management. Prior to working in the
steel industry, Mr. Zhu worked for 10 years as deputy director of
Qianxi County Chemical Fertilizer Factory which was based in
Qianxi County. Mr. Zhu joined Jinxi Iron Factory in 1992 and later
served as deputy director. Mr. Zhu has had 14 years of working

experience in the iron and steel industry.
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Liu Lei, 52, is an Executive Director and deputy general manager
of the Company and director of Jinxi Jinlan. Mr. Liu has over 20
years of experience in management and industrial fields. Mr. Liu
graduated in the area of Industrial Electrical Automation of
Electrical Engineering Faculty of Jidt T &Bt (Hebei Industrial
Academy) in July 1978. Mr. Liu was awarded the title of )il it &
EREBRBF T FHEEENM AL (Professional Technological
Talent With Outstanding Contribution in Hebei Province) by
Government of Hebei Province in April 1987. Mr. Liu was also
granted the qualification of research fellow by ;i it & B R 5T
B FEE € (Senior Appraisal Committee of Zi Ran Yan Jiu of
Hebei Province) in December 2000. Before joining the Group in
June 2004, Mr. Liu was the Vice Chancellor of i/ it & &I 8%
(Science Bureau of Hebei Province) from October 1999 to June
2004.

Shen Xiaoling, 47, is an executive Director of the Company and
also serves as an executive director and deputy general manager
of Jinxi Limited. He obtained a diploma in management from the
Hebei Province Communist Party School in 2001. Before joining
the Group, Mr. Shen was head of China Construction Bank
Luanxian Sub-branch. Mr. Shen also had 5 years experience acting
as head of China Construction Bank Qianxi Sub-branch and more
than 6 years of experience as the deputy head of Bank of China
Qianxi Sub-branch. Mr. Shen has been deputy general manager

of Jinxi Limited since January 2002.
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Yu Jianshui, 40, is an Executive Director of the Company and
the general manager of Jinxi Jinlan. Mr. Yu was a metallurgy
graduate at Hebei Polytechnic University. He joined the Group
after graduation until May 2005 and had over 16 years
management experience. During the period, he received the
awards of County Technological Selected Talent (5 &l K &R

), Ten Outstanding Youths in the County (R + K£EHFF),
Outstanding Youth in Post of Tangshan City (J& [ 1 & 4F fid iz 8%
F ), Workers’ Model in Hebei Province Al 4t & A EN1R &5 ) , The
First Class Honour of Technological Improvement in Tangshan City,
The Third Class Honour of Technological Improvement in Hebei
Province. He was employed as the deputy general executive
manager of Shanxi Province Xiaoyi City Chengcai Iron and Steel

Company in May 2005 and then joined Jinxi Jinlan in April 2006.

Zhu Hao, 41, is an Executive Director of the Company and
graduated at Tianjin's Nankai University and obtained his master
degree in accounting from the University of New South Wales in
Australia. Mr. Zhu is a senior economist in China. Mr. Zhu was a
Non-executive Director of Jinxi Limited from December 2002 to
early 2004. Mr. Zhu was appointed as an Executive Director of

the Company in November 2007.

Gao Qingju, 71, is a senior engineer, has been employed by
Beijing Lianxingfa Industrial & Technical Co., Ltd. Since 2000 and
currently serves as both its general manager and director of the
board. After completing his study in metallurgical machinery and
equipment at the Beijing College of Iron & Steel (3b R #fl 8 T %
B )in 1958, Mr. Gao joined the Ministry of Metallurgical
Industry and worked there for nearly 40 years, during which he
was once appointed as the head of a sub-division of the ministry’s
production department. During his tenure with this ministry, Mr.
Gao worked as a researcher on high-temperature alloys at a
research institution in Beijing and completed an economics training
programme at the Beijing Communist Party School in 1988. Before
taking his current position with Beijing Lianxingfa Industrial &
Technical Co., Ltd., Mr. Gao became the secretary-general of the
Association of National Local Steel Enterprises, and continues to

hold this position.
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Yu Tung Ho, 61, currently serves as Chief Advisor to the Director
of Asia Television Co., Ltd. and has been in broadcasting for
more than 36 years. His experience includes acting as chief
operation officer of Asia Television Limited, Executive vice president
of Phoenix Satellite Television in Hong Kong and serving as
chairman of the 12th and 13th Hong Kong Advertising Industry
Association. Mr. Yu has also served as the deputy general manager
of China Broadcasting Television International Economic and
Technological Company. In his 36 years of experience, Mr. Yu has
also served as chief of the Guangdong Province Broadcasting
Station. Mr. Yu also act as independent non-executive director of

Gome Electrical Appliances Holdings Limited.

Wong Man Chung, Francis, 43, is a Certified Public Accountant
(Practising) and has over 19 years of experience in auditing,
taxation, management and financial advisory. Mr. Wong is
currently an independent non-executive director of Digital China
Holdings Limited and Wai Kee Holdings Limited whose shares are
listed on the Main Board of the Stock Exchange and is an
independent non-executive director of Lightscape Technologies
Inc., a company with its shares listed and traded in the OTC
Bulletin Board of the United States of America. He was once the
independent non-executive director of Sys Solutions Holdings
Limited, a company listed on the Growth Enterprise Market of
the Stock Exchange and the independent non-executive director
of Yardway Group Limited, a company listed on the Main Board
of the Stock Exchange. Mr. Wong is a director of Union Alpha
C.P.A. Limited, a professional accounting firm, and a founding
director and member of Francis M.C. Wong Charitable Foundation
Limited, a charitable institution. Previously, Mr. Wong worked for
an international accounting firm for 6 years and the Hong Kong
Securities Clearing Company Limited for 2 years. Mr. Wong is a
fellow member of Hong Kong Institute of Certified Public
Accountants, Taxation Institute of Hong Kong and Association of
Chartered Certified Accountant of the United Kingdom. Mr. Wong
is also an associate member of Institute of Chartered Accountants
in England and Wales and a member of the Society of Chinese
Accountants & Auditors, Hong Kong. Mr. Wong holds a Master

Degree in Management conferred by Guangzhou Jinan University.
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Chiu Ngam, Chris (CPA), 34, is the Financial Controller and in
charge of the investor relations of the Company. Mr. Chiu
graduated from the Hong Kong University of Science and
Technology with a Bachelor’s Degree in business administration.
He is a CPA of The Hong Kong Institute of Certified Public
Accountants and The American Institute of Certified Public
Accountants. Mr. Chiu has over 14 years of experience in auditing,
accounting, corporate finance, merger and acquisition and investor
relations. Mr. Chiu has been the Group Financial Controller of a
Hong Kong Main Board listed company, the Chief Financial Officer
of a State-owned conglomerate and worked in an international

accounting firm before joining the Company.
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The board of directors (the “Board” or the “Directors”) of the
Company is committed to promote good corporate governance
to ensure the integrity, transparency and quality of disclosure in
order to enhance the shareholders’ value.

In the opinion of the Directors, the Company has complied with
the Code Provision on Corporate Governance Practices (the “CG
Code”) contained in Appendix 14 of the Rules Governing the
Listing of Securities (the “Listing Rules”) of The Stock Exchange
of Hong Kong Limited (the “Stock Exchange”) throughout the
year ended 31 December 2007, except for the deviation with
explanation disclosed below.

The Board currently comprises six Executive Directors and
three Independent Non-Executive Directors, serving the
important function of guiding the management.

The board members for the year ended 31 December 2007
were:

Executive Directors

Mr. Han Jingyuan (Chairman and Chief Executive Officer)

Ms. Chen Ningning (i)

Mr. Zhu Jun (Executive Deputy General Manager and
Chief Operating Officer)

Mr. Tang Chi Fai (ii)

Mr. Liu Lei (Deputy General Manager)

Mr. Shen Xiaoling

Mr. Yu Jianshui (iii)

Mr. Zhu Hao (iv)

Independent Non-Executive Directors
Mr. Gao Qingju

Mr. Yu Tung Ho

Mr. Wong Man Chung, Francis

Notes:

(i) resigned on 29 October 2007

(i) resigned on 13 April 2007

(iii)  appointed on 14 April 2007

(iv)  appointed on 21 November 2007
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The Board is to consider and approve the strategies, financial
objectives, annual budget, investment proposals, and assume
the responsibilities of corporate governance of the Company.
The day-to-day operations of the Group are delegated to
the management of the Group. In addition, the Board has
also specifically resolved that all transactions/contracts/other
matters of the Group that are subject to the disclosure
requirement in accordance with the Listing Rules should be

approved by the Board in advance.

The composition of the Board, by category of Directors,
including name of Chairman, Executive Director, Independent
Non-Executive Director, is disclosed in all corporate

communications.

For details of the Directors’ biographical information, please
refer to the section headed “Directors and Senior

Management's Biographies” on pages 14 to 18.

To the best knowledge of the Directors, there is no financial,
business, family relationship among our Directors. All of them

are free to exercise their independence judgment.

Under Code Provision A.2.1 of the CG Code, the role of
chairman and chief executive officer should be separate and
should not be performed by the same individual. The Board
has Chairman to provide leadership to the Board in terms of
establishing policies and business directions and monitor the
daily operation of the Group. Currently, Mr. Han Jingyuan
serves as the Chairman of the Board and the Chief Executive
Officer of the Company. The Board believes that there is no
need to segregate the roles of Chairman and the Chief
Executive Officer of the Company because the role of chief
executive officer/general manager of the Company’s major
operating subsidiaries are performed by other persons and
apart from acting as the listing vehicle of the Group, the

Company has no real operating activities or business.
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Depending on the future development of the operating
activities or business of the Company, eventually the Board
will actively consider the issue of replacing Mr. Han Jingyuan
by an appropriate candidate as the Chief Executive Officer

of the Company.

Pursuant to Rules 3.10(1) and 3.10(2) of the Listing Rules,
the Company has appointed three Independent Non-
Executive Directors of whom Mr. Wong Man Chung, Francis
has appropriate professional qualifications and experience

in financial matters.

The Company has received, from each of the independent
non-executive directors, an annual confirmation of their
independence pursuant to Rule 3.13 of the Listing Rules.
The Company considers all of the independent non-executive

directors to be independent.

The Company did not have a nomination committee. The
candidates for directorship during the year were selected by
the senior management of the Company subject to the
review and approval of the Board in accordance with the
Bye-laws of the Company. The criteria adopted by the Board
in selecting and approving candidates for directorship are
based on whether the candidates are appropriate in term of
experience and the potential contribution to the Group

associated with the candidates’ appointment.
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Pursuant to current Bye-law 87(1), at each annual general
meeting one-third of the Directors for the time (or if their
number is not a multiple of three, the number nearest to
but not greater than one-third) shall retire from office by
rotation provided that notwithstanding anything therein, the
chairman of the Board and/or the managing director of the
Company shall not, whilst holding such office, be subject to
the retirement by rotation or be taken into account in
determining the number of the Directors to retire in each
year. However, the Company has entered into service
contracts with definite term of services from one year to
three years. When the services contract expires, the
Chairman, being eligible, is willing to re-elected at the

general meeting to be held in that year.

The Board will consider amending the Bye-laws in the future

in order to comply with the Code Provision.

The Directors fully appreciate their role and duties as

Directors of the Company.

New Director will be given an introduction to the Group’s
major business activities, induction into their responsibilities

and duties, and other regulatory requirements.

The Company Secretary is responsible for keeping all
Directors updated on the Listing Rules and other relevant

regulatory requirements.
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The Company has adopted a code of conduct regarding
Directors of the Company’s securities transactions on terms
no less exacting than the required standard set out in the
Model Code of Appendix 10 of the Listing Rules (the “Model
Code”).

The Company has made specific enquiry of all Directors and
all Directors have confirmed with the Company that they
have complied with the required standard set out in the
Model Code and its code of conduct regarding Directors’

securities transactions during the year.

The Board met 30 times in 2007. Before each Board meeting,
the Directors have to declare for their interests in the subject
matter to be considered in the relevant Board meeting. Any
director who or whose associates have any material interest
in any proposed Board resolutions will not be counted as a
guorum in the relevant Board meeting or vote for the Board

resolutions.

Under Code Provision A.1.3, notice of at least 14 days should
be given of a regular board meeting. During 2007, not less
than 4 days notice is given. The Board will ensure at least
14 days notice to be given for the forthcoming Board

meeting.

The Company Secretary is responsible for taking minutes of
the Board meetings. The minutes would be sent to all
Directors within a reasonable time after each meeting and
generally be made available for inspection by Directors. The
minutes record the matters discussed and decisions resolved

at Board meetings.

Should a potential conflict of interest involving a substantial
shareholder or director arise, the matter is discussed in an
actual Board meeting, as opposed to being dealt with by
written resolution. Independent Non-Executive Directors are

present at the Board meeting dealings with conflict issues.
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Details of individuals attendance of Directors is shown below: ZEEMEREELEDT:

Number of
Notes Attendance
B 5 o IR B
Mr. Han Jingyuan REUR A& 29/30
Ms. Chen Ningning PR 22 52 A7 - (i) 9/25
Mr. Zhu Jun K BEEHE 30/30
Mr. Tang Chi Fai BEE LA (ii) 8/8
Mr. Liu Lei 2 =|/kH&E 30/30
Mr. Shen Xiaoling B kA 30/30
Mr. Yu Jianshui TEKESE (iif) 20/20
Mr. Zhu Hao K OEEE (iv) 2/2
Mr. Gao Qingju =ERLA 30/30
Mr. Yu Tung Ho RAE LA 29/30
Mr. Wong Man Chung, Francis BXREAE 28/30
Notes: B 5 -
(i)  resigned on 29 October 2007 () RZETEFTAZ+THAEE
(i)  resigned on 13 April 2007 iy M-ZEZLFWNE+=HEMT
(iiiy  appointed on 14 April 2007 (i) RZZZLFNHA+HBEEZMHE
(iv) appointed on 21 November 2007 (ivy RZEZLF+-—A+-HEZEE
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The Company established Remuneration Committee in 2005. The
existing Remuneration Committee comprises the Chairman of the
Company, Mr. Han Jingyuan with three Independent Non-executive
Directors, Namely, Mr. Gao Qingju, Mr. Yu Tung Ho and Mr.
Wong Man Chung, Francis. The terms of reference of the

Remuneration Committee are available on the Company’s website.

The principal responsibilities of the Remuneration Committee
include making recommendations to the Board on the Company’s
policy and structure for all remunerations of Directors and senior
management and reviewing the special remuneration packages
of all Directors by reference to corporate goals and objectives
resolved by the Board from time to time. No Director is involved

in deciding his own remuneration.

During 2007, the Remuneration Committee met five times with

attendance of individual Committee Members shown below:

Mr. Han Jingyuan RAUR KA
Mr. Gao Qingju [SYE-sFie
Mr. Yu Tung Ho REE R E
Mr. Wong Man Chung, Francis BXREE
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MEXRELE - EBRESKBHINARFHE
Ho
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HE IR B

5/5
5/5
5/5
4/5
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The Board is responsible for presenting a balanced, clear
and comprehensive, assessment of the Group’ performance,

position and prospects in all corporate communication.

The Directors shall have full access Management for enquiries
and to obtain information on the Group when necessary.
The Directors are able to obtain independent professional
advice at the Company’'s expenses whenever deemed

necessary by the Directors.

The Directors acknowledge their responsibility for preparing
the financial statements of the Group. The statement of the
Auditors of the Company about their responsibilities on the
financial statement of the Group is set out in the

Independent Auditors’ Report on pages 54 to 56.

The Directors confirms that, to the best of their knowledge,
information and belief, having made all reasonable enquiries,
they are not aware of any material uncertainties relating to
events or conditions that may cast significant doubt upon

the Company'’s ability to continue as a going concern.

The Company has set up an audit committee in 2005 with
the terms of reference adopted complied with the
requirement of the Listing Rules which is available on the

Company's website.

The existing Audit Committee of the Company comprises
three Independent Non-Executive Directors, namely Mr. Gao
Qingju, Mr. Yu Tung Ho and Mr. Wong Man Chung, Francis

as Chairman of the Committee.

None of three Audit Committee members is a former partner
of the external auditors one year before joining the

Company.
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The principal duties of the Audit Committee include the
review and supervision of the Group’s financial reporting
system and internal control procedures, review of the Group’s
financial information, and oversight of the relationship with

the Auditors of the Company.

The Audit Committee is provided with sufficient resources
to discharge its duties and can take independent professional

advice at the Company’s expenses if considered necessary.

During 2007, the Audit Committee met three times with

attendance of individual Committee members shown below:

Mr. Yu Tung Ho REVETE
Mr. Gao Qingju RAREE
Mr. Wong Man Chung, Francis BXREAE

For the year ended 31 December 2007, the Group’s external

auditors provided the following services to the Group:

Audit Services Eat
Non-audit services JEEEET
Internal Audit Review & others NI HAMEE
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The Board has overall responsibilities for maintaining a sound
and effective internal control system to safeguard the
shareholders’ investment and the Company’s asset as well
the compliance of all statutory requirements. Each of the
Directors is aware and understands that in exercising each
of their power and duties as a director, each of them would

comply to the best of his ability with Listing Rules.

During 2006, Hebei Jinxi Iron and Steel Company Limited
signed a guarantee as security to its fellow subsidiary, Foshan
Jinxi Jinlan Cold Rolled Sheet Company Limited, which was
a connected party to the Company at that time. The provision
of the guarantee was not reported to the Stock Exchange in

time and constituted a breach to the Listing Rules.

The Directors have engaged a professional conducted a
review of the effectiveness of the system of internal control
of the Group including suggestion to enhance the Group’s
overall internal control system as soon as practicable. The
internal control review report has been approved by Audit

Committee and the Board of Directors on 19 March 2008.

The Directors undertake to monitor the Group’s progress on
the implementation of the report. Periodic meetings will be
held and circular, guidance notes and training will be issued
and provided to senior management where appropriate, to
ensure the presence of efficient and effective internal control

system in place.
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In order to develop and maintain continuing relationships
with the shareholders of the Company, the Company
establishes various communications channels to facilitate and

enhance communication:

(i)  interim and annual reports are sent to shareholders of

the Company;

(i) the annual general meeting provides a forum for
shareholders of the Company to raise comments and

exchange views with the Board,

(iii) updated and key information of the Group is available

on the Company’s website; and

(iv) the Company's website offers a communication channel

between the Company and its shareholders.

The Chairman and the Directors are available at annual
general meeting to answer questions raised by shareholders
of the Company. To facilitate enforcement of shareholders’
rights, separate resolutions are proposed at general meetings
on each substantially separate issue, including the election

of individual Directors.

The procedures for demanding and conducting a poll is
disclosed in all the Company’s circulars to shareholders
accompanying the notice of general meetings. These
procedures are also explained by the Chairman of general

meeting at the commencement of the meetings.

Votes cast for each resolutions dealt in general meetings are

properly counted and recorded.
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Despite a significant surge in raw material cost, higher
margin through continuation of our operation
strategy of fine-tuning its product mix, we successfully
transferred the majority of the cost pressure to
consumers. The Group still maintained a high gross
profit margin, the same level as previous years.
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During the year under review, revenue of the Group recorded a
strong growth and had exceeded RMB10 billion. Apart from the
overall surge of market prices in the iron and steel industry, the
Company’s increased sales volume resulted from enhanced capacity
also contributed to a higher revenue. The audited consolidated
revenue of the Group for the year 2007 was appropriately
RMB13,499 million (2006: RMB9,782 million), representing an

increase of 38% as compared to that of 2006.

Despite a significant surge in raw material cost, higher margin
through continuation of our operation strategy of fine-tuning its
product mix, increasing the proportion of H-section steel sales
volume, we successfully transferred the majority of the cost
pressure to consumers. The Group still maintained a high gross
profit margin, the same level as 2006. Total gross profit for the
year under review increased 35% to RMB1,917 million (2006:
RMB1,424 million).

The audited profit attributable to equity holders of the Company
for the year 2007 was RMB1,160 million (2006: RMB1,033 million)
representing an increase of 12% from that of 2006. Growth of
the Group's profit for the year was lower than that of the revenue
percentage increase. This was mainly due to the 89,700,000 share
options granted to qualified staff in 2007 in recognition of their
contribution to the Group's development. The granting of share
options incurred a non-cash expense of RMB160 million. Without
the impact of the non-cash expense, profit attributable to the
equity holders of the Company would be RMB1,313 million,

representing an increase of 25%.

The audited basic and diluted earnings per share for the year
2007 was RMBO0.40, representing an increase of 11% (2006:
RMBO0.36).

During the year under review, the Group was financially strong in
terms of consolidated cash flows. The net cash inflows generated
from operating activities for 2007 was RMB1,074 million (2006:
RMB240 million), 3.5 times higher than that of 2006.
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In 2007, the Group's total sales volume was 4,128,000 tonnes

(2006: 3,746,000 tonnes), representing an increase of 10%.

The Group’s sales volume breakdown was as follows:

2007
—BBLF

Sales

volume

HE

("000 tonnes)

(Fmg)

Billets ] 1 299

Strips and strip products 5 K 7 o M E o 2,451

H-section steel HA 8 1,205
Cold rolled sheets and R BLIR 2 8E B AR

galvanised sheets 173

Total At 4,128

During the year, the Group further optimize the product mix,
with sales volume of H-section steel and strip products, which
offered a higher gross profit, represented 88.6% (2006: 65.5%)
of the Group’s total sales volume. Sales volume of H-section steel
amounted to 1,205,000 tonnes, significantly increased by 3.8
times when compared to that of last year. Other than production
of H-section steel which only commenced operation in the second
half of 2006, the massive infrastructure development and
urbanization in North China had led to surge in demand for the
new steel products. In addition, the Group exported 182,000
tonnes of H-section steel to overseas market, accounted for 15%

of the Group’s H-section steel sales volume.
Sales volume of billets declined, since the product had been used

as raw material to produce the Group’s H-section steel and strip

products, which offered a higher gross profit.
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HE HER
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7.2% 1,173 31.3% (75%)
59.4% 2,202 58.8% 1%
29.2% 250 6.7% 382%

4.2% 121 3.2% 43%

100.0% 3,746 100.0% 10%
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Revenue of the Group in 2007 was RMB13,499 million (2006:

RMB9,782 million), representing an increase of 38%.

The Group’s sales breakdown and average selling price by product

(excluding value added tax) were as follows:

TR FAEEEHERR/ARKI134.99E
T(ZEERF: ARMKI782(EL) V_TT
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ARERENEEHERR TR HERS T
ERHEEEENT:

2007 2006 Changes
“ERtE ZEERE 21
Average Average Average
selling selling selling
RMB Revenue pricc  Revenue pricc  Revenue price
THHE THHE THHE
AR® HEH EE HEHR EE HEHR EE
(million) (RMB/tonne) (million) (RMB/tonne)
(BBn) (z/®) (BBn) (n/®)
Billets b 897 2,999 2,753 2,347 (67%) 28%
Strips and strip products THRGHEER 7,441 3,036 5,723 2,600 30% 17%
H-section steel HE! 5 4,298 3,566 729 2,917 490% 22%
Cold rolled sheets and RER R R
galvanised sheets 840 4,870 542 4,450 55% 9%
Others Eft 23 - 35 - (34%) -
Total CH 13,499 3,265 9,782 2,602 38% 25%

During the year under review, in the international market, the
growth in infrastructure development and GDP, particularly in
emerging market had led to market demand, while the domestic
iron and steel market maintained its healthy growth momentum.

The imbalance in demand and supply along with surge in raw

material prices resulted in significant fluctuation in iron and steel

market prices.
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Excluding the price impact, the growth in sales volume accounted

for more than one quarter of the Group’s revenue of the year.
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The audited consolidated gross profit of the Company in 2007
was RMB1,917 million (2006: RMB 1,424 million), representing an
increase of 35%. Gross profit margin was 14.2% (2006: 14.6%).

Average cost per tonne and gross profit of the Group during the

year were as follows:

TETEFHNLERGEEFNRARK19.17
BR(ZEZEANFARKI1424ER) B=F
TRFEM3I5% c EFER14.2% (ZTER
F:146%) °

AEERBBEFESWEFHIRAREMMT:

2007 2006
—ERLR ZEERE
Gross Gross Gross Gross
Average profit profit  Average profit profit
unit cost per tonne margin  unit cost per tonne margin
FHRA FHREAE
EE SWEA MR EE SWEA ERNE
(RMB/tonne) (RMB) (RMB/tonne) (RMB)
(7T/ 1) (L) (7./18) (7L)
Billets il 55 2,718 281 9.4% 1,963 384 16.4%
Strips and strip products THRTHEER 2,632 404 13.3% 2,155 445 17.1%
H-section steel H 3 2,898 668 18.7% 2,629 288 9.9%
Cold rolled sheets and RELR R 5 R
galvanised sheets 4,672 198 4.1% 5,130 (680) (15.3%)
Total =5 2,801 464 14.2% 2,222 380 14.6%

Although there was a significant surge in raw material cost, the
Group continued its operation strategy of fine-tuning its product
mix, maintaining an increasing proportion of sales volume in higher
gross margin H-section steel, which have relatively higher gross
profit. The Group successfully transferred the majority of costs
pressure to the consumers. The Group’s gross profit margin
maintained in the same level as that of the previous year. Gross
profit per tonne increased by 22%, from last year's RMB380 to
current year’'s RMB464.
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The main reason for the increase in unit cost was mainly due to
upsurge in costs of global resources which led to increase in
prices of major raw materials, such as iron ore and coking coal.
The cost increase also led to decline in gross margin of certain

steel products such as billets and strip products.

Newly advanced technological steel products such as H-section
steel and cold rolled sheets and galvanised sheets produced by
Foshan Jinxi Jinlan Cold Rolled Sheet Co., Ltd. (“Jinxi Jinlan")
began to enjoy economies of scale with lowered share of fixed
costs per tonne. This enabled the Group to enhance overall profit
and gross margin. The Group exported a small proportion of steel
products to overseas market. Profit margin of export was similar

to that of domestic sales.

As at 31 December 2007, the Group had a workforce of 7,200
and temporary staff of 2,600. The staff cost included basic salaries
and benefits. Staff cost included discretionary bonus, medical
insurance plans, pension scheme, unemployment insurance plan,
maternity insurance plan and the fair value of the share options,
etc. According to the Group’s remuneration policy, employees’
package is based on productivity and/or sales performance, and
is consistent to the Company’s quality control and cost control

targets.

The Group has been emphasizing on the importance of providing
continuing education and training programmes to both the
management staff and factory workers in order to improve the
Group’s productivity and further enhance the quality of its
workforce. Jinxi Limited was awarded as “2006 continuing
education and training programme leading unit” by Tangshan

City government departments in April 2007.
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The Company plans to distribute not less than 20% of the Group’s
distributable profit as dividend after its listing. However the actual
amount of dividend and its percentage to the profit will be at the
discretion of the Board and will depend upon the Company’s
future operation and earnings, capital requirement and surplus,
general financial condition, contractual restrictions, and other
factors that the Board find relevant. In addition, pursuant to the
relevant PRC law, Jinxi Limited’s distributable profit should not be
higher than its net profit, after appropriation to the statutory
reserve as determined by the generally accepted accounting

principles in the PRC.

The free cash and bank balances of the Group as at 31 December
2007 was RMB690 million (2006: RMB435 million). After taking
out the free cash and bank balances, net borrowings was RMB535
million (2006: RMB499 million), accounting for 8% (2006: 9%)
of the Group’s consolidated net assets after deducting minority
interest, of RMB6,549 million (2006: RMB5,479 million).

The current ratio (current assets divided by current liabilities) was
1.4 as at 31 December 2007 (2006: 1.6). As at 31 December
2007, the ratio between total liabilities and total assets of the
Group was 34% (2006: 32%).

The audited net asset value per share of the Group as at 31
December 2007 was RMB2.24 (2006: RMB1.89), representing an

increase of 19%.

The consolidated interest expenses in 2007 amounted to
RMB68,810,000 (2006: RMB50,387,000). The interest coverage
(divide earnings before interests and taxes by total interest

expenses) was 22.1 times (2006: 25.5 times).

The financial position of the Group was in very healthy condition.
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As at 31 December 2007, the Group had capital commitments
amounted to RMB1,161 million (2006: RMB2,070 million), which
mainly consisted of the capital commitments to the construction
of the H-section steel rolling line with annual productivity capacity
of 1,200,000 tonnes and other ancillary projects. It is estimated
the capital commitments will be financed by the Group’s internal

resources and bank borrowings.

As at 31 December 2007, the Group’s contingent liabilities
amounted to RMB31 million (2006: RMB19 million) which was
the provision of guarantee for certain bank borrowings in favor
of third parties. As at 31 December 2007, the Group did not
provide guarantees for the letter of credit issued by agent
appointed by the Group to import machinery and equipment on
behalf of the Group (2006: RMB50 million).

As at 31 December 2007, the net book value of the Group’s
property, plant and equipment amounting to approximately
RMB1,396 million (2006: RMB1,088 million), land use right
amounting to approximately RMB24 million (2006: RMB65 million),
inventories amounting to approximately RMB57 million (2006:
RMB69 million), notes receivable amounting to approximately
RMB158 million (2006: RMB174 million) and restricted bank
balances amounting to approximately RMB172 million (2006:
RMB95 million) had been pledged as security for the Group's

banking facilities.

As at 31 December 2006, Jinxi Limited pledged approximately
RMB51 million of its notes receivable as security for providing
guarantees so as to facilitate the issuing of letter of credit by a
third party acting as its agent to import plant and equipment for

Jinxi Limited.
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As at 31 December 2007, Renminbi, US dollar, HK dollar and
Euro accounted for 82.2%, 15.4%, 2.4% and 0.001% of the
Group's total bank balances (including restricted bank balances)
respectively (2006: 75.9%, 23.7%,0.4% and 0.001% respectively).
As most of the sales, raw material procurement and bank loans
during 2007 and 2006 are denominated in RMB, hence the

exchange risk sustained to the Group is comparatively low.

The interest rates of the Group's certain borrowings are subject
to the variations. The risk of increasing interest rate will increase
the interest costs of both new borrowings and existing borrowings.
At present, the Group does not use any derivations to hedge its

interest rate risk exposure.

Saved as disclosed in this report of the Group, there are no events
to cause material impact on the Group from the balance sheet

date to the date of this report.
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The Directors of the Company herein present their annual report
and the audited financial statements of the Company and its

subsidiaries for the year ended 31 December 2007.

The Company was incorporated as an exempted company with
limited liability on 3 November 2003 under the Companies Act
1981 of Bermuda and the shares of the Company were listed on
the Stock Exchange on 2 March 2004.

As at 31 December 2007, the Company’s principal activity is
investment holding. The principal activity of the Group is the
manufacture and sales of iron and steel products. The nature of

the principal activity has not changed during the year.

Over 90% of the Group’s consolidated sales and contribution to
results are derived from the PRC and mainly from the production
and sales of iron and steel products for the year ended 31
December 2007 and are set out in Note 5 to the consolidated

financial statements.

The Group’s consolidated income statement for the year ended
31 December 2007 and its consolidated balance sheet as at that
date, together with the balance sheet of the Company as at 31
December 2007, are set out in the financial statements on pages
57 to 60.
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At a meeting held on 27 March 2008, the Directors proposed a
final dividend of HK$181.61 million (approximately RMB164.36
million), representing HK6.2 cents per ordinary share to the
shareholders of the Company whose names appear on the register
of members of the Company on 15 May 2008. Subject to the
approval of the Company's shareholders at the Company’s
forthcoming annual general meeting to be held on 15 May 2008,
the final dividend will be paid on 12 June 2008.

A summary of the consolidated financial results and assets,
liabilities and minority interests of the Group for the last five

financial years, is set out on page 184.

Details of movements in the property, plant and equipment of
the Group and the Company during the year are set out in Note 7

to the consolidated financial statements.

Details of the movements in the Company’s issued share capital
during the year are set out in Note 19 to the consolidated financial

statements.

Details of the movements in the reserves of the Group during the
year are set out in Note 20 to the consolidated financial

statements.

At 31 December 2007, the Company’'s accumulated losses
amounted to RMB113.3 million (2006: RMB39.6 million).
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There are no provisions for pre-emptive rights under the Company’s
Bye-laws or the Companies Act 1981 of Bermuda, which would
oblige the Company to offer new shares on a pro rata basis to

existing shareholders.

The sales attributable to the five largest customers of the Group
accounted for less than 30% of the total Group’s consolidated

revenue for the year.

The purchases attributable to the five largest suppliers of the
Group accounted for less than 30% of the total Group’s

consolidated purchases for the year.

The Directors during the year and up to the date of this report

were as follows:

Mr. Han Jingyuan
Ms. Chen Ningning (resigned on 29 October 2007)

Mr. Zhu Jun
Mr. Tang Chi Fai (resigned on 13 April 2007)

Mr. Liu Lei
Mr. Shen Xiaoling
Mr. Yu Jianshui (appointed on 14 April 2007)

Mr. Zhu Hao (appointed on 21 November 2007)

Mr. Gao Qingju
Mr. Yu Tung Ho
Mr. Wong Man Chung, Francis
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In accordance with Bye-laws 86(2) and 87(1) of the Company,
Messrs. Zhu Hao, Liu Lei and Mr. Gao Qingju will retire by rotation
and, being eligible, will offer themselves for re-election at the

forthcoming annual general meeting.

Pursuant to 13.51(2) of the Rules Governing the Listing of
Securities on the Stock Exchange (the “Listing Rules”), the annual
fee specified in each of Messrs Zhu Hao, Liu Lei and Gao Qingju’s
existing service contracts are HK$300,000, HK$300,000 and
HK$300,000 respectively. The basis of determining the Director’s
fee was based on the mutual negotiation between the Directors
with reference to the range of prevailing directors’ fee for directors
of listed companies in Hong Kong. Save as disclosed in this annual
report, Messrs Zhu Hao, Liu Lei and Qao Qingju do not have any
relationships with any directors, senior management or substantial

or controlling shareholders of the Company.

The Company has received, from each of the independent non-
executive Directors, an annual confirmation of his independence
pursuant to Rule 3.13 of the Listing Rules. The Company considers

all of the independent non-executive Directors are independent.

Save as the transactions as disclosed in Note 37 to the consolidated
financial statements, no director had a material interest in any
contract of significance to the business of the Group to which
the Company or any of its subsidiaries was a party during the

year.

The Directors and Senior Management’s biographies are set out

on pages 14 to 18 of the annual report.
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Two executive directors have service contracts with the Company
for a fixed term of three years while the remaining four executive
directors have service contracts with the Company for a fixed
term of two years which may be terminated by either party giving

not less than three months’ notice in writing.

All the independent non-executive Directors have service contracts

for a fixed term of one year.

Mr. Han Jingyuan, Mr. Zhu Jun and Mr. Shen Xiaoling (executive
directors of the Company and its subsidiary) have service contracts
with the Company’s subsidiary on 9 June 2003 for a fixed term of
five years commencing from 9 June 2003 which are exempted
under the Listing Rules. Actual amount of salary was not specified
in the service contracts other than the clause which stated that
after probation, the employees will be paid according to the salary
of the post. The service contracts may be terminated by the
Company’s subsidiary by paying compensation equivalent to the
unfulfilled contract’s salary and one month’s salary for each year

of service completed.

Save as disclosed above, no director proposed for re-election at
the forthcoming annual general meeting has a service contract
with the Company which is not determinable by the Company
within one year without payment of compensation, other than

statutory compensation.
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At 31 December 2007, the long and short positions of the

Directors, chief executives and their associates of the Company in

the shares, underlying shares and debentures of the Company or

any associated corporation (within the meaning of Part XV of the

Securities and Futures Ordinance (“SFO")) as recorded in the

register required to be kept under Section 352 of the SFO or as

otherwise notified to the Company and the Stock Exchange

pursuant to the Model Code for Securities Transactions by Directors

of Listed Companies, were as follows:

Number of shares held and nature of interest in the Company:

Mr. Han Jingyuan (Note 1)
BHUR LA (MEEE1)

Mr. Zhu Jun
x BEhAE

Mr. Liu Lei
2 wmEHE

Mr. Shen Xiaoling
LBEIT e A

Mr. Gao Qingju
=EREE

Mr. Wong Man Chung, Francis
BEXREL
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Corporate

Interest

NGk ¥

1,317,502,849

RZBEZLF+_A=+—H REFFLH
S50 (TS RBEERD]) £352(KMFE
BRBR A M ATACE HRE LT AR ERETT
EHRXZNBRETURRREBIAENS
ARAMEF TBTRABEREBEALRA
REREMEEEE (& B FEH RHE D
SEXVER) B RN REFEE A TE

WRAA

R mEE RN AR EEIEE :

Percentage of

the Company’s

Personal issued Long/Short
Interest  share capital Position
EERLQH
BBRITRAE
8 A R 2 MEDE B %RRB
- 45.02% Long
of
2,800,000 0.10% Long
as
2,400,000 0.08% Long
as
2,400,000 0.08% Long
as
2,400,000 0.08% Long
as
2,400,000 0.08% Long
as
2,400,000 0.08% Long
as



Note:

1. At 31 December 2007, Mr. Han Jingyuan beneficially owned 63.15%
of the issued share capital of Wellbeing Holdings Limited (“Wellbeing
Holdings”) and held 16.09% of the issued share capital of Wellbeing
Holdings on trust for the benefit of certain employees of the
subsidiary of the Company. Wellbeing Holdings beneficially owned
1,255,849,124 shares or 42.91% of the issued shares of the
Company. He is also the beneficial owner of 100% of the issued
share capital of Chingford Holdings Limited which beneficially owned
61,653,725 shares or 2.11% of the issued shares of the Company
at 31 December 2007.

At 31 December 2007, Mr. Han Jingyuan personally holds 2,800,000

shares or 0.10% of the issued shares of the Company.

Save as disclosed above and in the section of “Equity-settled
share option scheme” below at 31 December 2007, none of the
directors and chief executives and their associates had any interest
and short positions in the shares, underlying shares and debentures
of the Company or any associated corporation (within the meaning
of SFO) as recorded in the register required to be kept under
Section 352 of the SFO, or as otherwise notified to the Company
and the Stock Exchange pursuant to the Model Code for Securities

Transactions by Directors of Listed Companies.

=
}?H:

1. RIET+LHF+-_A=+—RH BHERLLEE
# ¥ B Wellbeing Holdings Limited ([ Wellbeing
Holdings]) B3 1TA A 63.15% i 25 - W A S
AHAREARFMBRAE TERENFEFH
% Wellbeing Holdings2 2 17 AR 7 16.09 % & #&
= °Wellbeing HoldingsE z # B A A A B 847
B 17 1,255,849,1240% 5 42.91 % &« R H =
ETHE+ A+ ANARSEEARAR
B2 81T 17 61,653,725 502.11 % 1 25 &)
Chingford Holdings Limited % &6 B 2T X A &)
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The Company has a share option scheme for all directors and any

employees of any company in the Group or any entity in which

any member of the Group holds an equity interest.

At the date of this report, pursuant to the unconditional

mandatory cash offer — the option offer by ArcelorMittal on 14

January 2008, all the grantees have accepted the option offer

and all the outstanding share options have been redeemed and

cancelled accordingly. Details of the shares option outstanding

during the year and at the date of this report were as follows:

No. of
options No. of
outstanding options
at granted
31 Jan during
2007 the year
R-BBtE
-B-8 REER
REEH BFH
BREHE BREHE
Mr. Han Jingyuan 2,800,000* -
BHERE
Mr. Zhu Jun 2,400,000* -
K OERE
Mr. Liu Lei 2,400,000* -
3 EX4E
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No. of
options No. of
exercised/ options
cancelled/  outstanding
lapsed at
during 31 December
the year 2007
REER RZZBLF
Bfiff/ t=A=t+-H
HE/ KA RTEH
BREBE BREHE
2,800,000 -
2,400,000 -
2,400,000 -

ARBIRAEENEMN AR K ERMAEEKE
IR EBERNMAES IR BIEHBLRE

ar&le

RAREAH REZBLRKEAR_FEN
F-ATHBER ZEGFRFIRSEERZE
—BRRREZS MEBREREACER
BhREEEEzZMAECHLNBRED ELO
MEH - RARE BHMAFE AR RITED
BREFBOT:

No. of

options No. of Closing price
exercised/ option per share
cancelled/  outstanding immediately
lapsed at at the Exercise before
the date of date of price the date of
this report this report per share grant

REBEEH R
B/  KEERH RRBRE
HE/ RRH ief R AT R 40 BRYHAM
BREHE BREHE BRITEE BRETE
(HK$) (HK$)
B B
- - 1.76 1.74
- - 1.76 1.74
- - 1.76 1.74



No. of
options

outstanding

at
31 Jan
2007
R-ZBEtE
-A-8
RTHEH
BREZA
Mr. Shen Xiaoling 2,400,000%
TEREE
Mr. Yu Jianshiu -
FRKEE
Mr. Gao Qingju 2,400,000*
mERRAE
Mr. Yu Tung Ho 2,400,000*
REERE
Mr. Wong Man Chung, Francis  2,400,000*

BXNREL

* granted on 30 June 2006

**  granted on 27 October 2007

No. of
options
granted
during
the year

REER

BT
BREZE

2,400,000%*

No. of
options No. of
exercised/ options
cancelled/  outstanding
lapsed at
during 31 December
the year 2007
REER RZBELE
gt/ +t=A=t+-~8
B V&3 ] RTEH
BREZE BREHA
2,400,000 -
- 2,400,000
2,400,000 -
2,400,000 -
2,400,000 -

The accounting policy for equity-settled share option is stated in

the note 2.20 to the consolidated financial statements.

No. of
options
exercised/
cancelled/
lapsed at
the date of
this period
EHEAH
BE/
HE/ KHH
BREHR

2,400,000

No. of Closing price

option per share

outstanding immediately

at the Exercise before

date of price the date of

this report per share grant
R®

ARERH SEBRE

i R AT B 40 BFRAN

BREHR BRITEE BREHE

(HK$) (HK$)

BT BT

- 1.76 1.74

- 5.24 5.24

- 1.76 1.74

- 1.76 1.74

- 1.76 1.74

* RCFEAFAASTART

xR ZE

Z+F+AZTEHET
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Mt sE2.200 B H o
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Save as disclosed above, at no time during the year were rights
to acquire benefits by means of the acquisition of shares in or
debentures of the Company or any other body corporate granted
to any Director or their respective spouses or children under 18
years of age, or were any such rights exercised by them; or were
the Company or any of its holdings companies, fellow subsidiaries
and subsidiaries a party to any arrangement to enable the
Company's Directors, their respective spouses or children under

18 years of age to acquire such rights in any other body corporate.

Save as disclosed above and the transactions as disclosed in
Note 37 to the consolidated financial statements, no controlling
shareholder or any of its subsidiaries have any contract of

significance with the Company or its subsidiary during the year.

At 31 December 2007, the interests or short positions of every
person, other than a Director or chief executive of the Company,
in the shares and underlying shares of the Company as recorded
in the register required to be kept by the Company under Section
336 of the SFO are as follows:

B EXFEEEIN RFREAER SEE
MEFIWRESENEBIRH+N\BRNTL
EERAEBBEARRHTAETAABER
MEEHFMER RN KTEEMNXFE
FmARRREEFMZERRR FRMER
AR EARME L EA T REARA]
EF RESEBNEBIKRRT/A\RNT A
BEREEEZABMERBAZTERN-

fr EXPTIRBEE IR A M IS IRR M 5L 37 R
KRENRZI ERBEREIEERMBERARR
FRALEERQRBREMB AR ZLEMER

RN

RZTZT+F+_RA=+—B REAQFZ
IREH LB GO F 336G FE N RR A
Fitds BRAAL (RRREFHEETHA
BN RARRRD REEEROEENESE
FORBIT

Percentage of

the Company’s

Number of issued Long/Short
Name shares held share capital Position
EARRH
2RITRAE
£ FEROEA Aotk B KA
Wellbeing Holdings Limited 1,225,849,124 42 .91% Long
7F
Mittal Steel Holdings AG (Note 1) 820,119,151 28.02% Long
Mittal Steel Holdings AG (Fff5£ 1) 53
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Note:

1. At 31 December 2007, Mr. Lakshmi Niwas Mittal and Mrs. Usha
Mittal directly owns 37.04% and indirectly owns 37.04% of the
issued share capital of ArcelorMittal SA which indirectly hold 75%
interest in Mittal Steel Holdings AG that owned 820,119,151 shares

or 28.02% of the issued shares of the company.

Save as disclosed above and in Director’s Interests and Short
Positions in Securities section, at 31 December 2007, no person,
other than a Director or chief executive of the Company, had
interests or short positions in the shares and underlying shares of
the Company required to be kept in the register by the Company
under Section 336 of the SFO.

Details of significant related party and connected transactions of
the Group under the Listing Rules are set out as below and in

note 37 to the consolidated financial statements.

The purchases of raw material (the “Purchase of Raw Materials")
by Jinxi Jinlan, an indirect non-wholly owned subsidiary of the
Company from Jinxi Limited, an indirect non-wholly owned
subsidiary of the Company have constituted continuing connected
transactions under the Listing Rules. The shareholders of the
Company have approved the above continuing connected
transactions and the related annual cap for a period of three
years ending 31 December 2007 on 4 February 2005. During the
year ended 31 December 2007, the purchase of raw material
(excluding value added tax) by Jinxi Jinlan from Jinxi Limited

amounted to approximately RMB152.493 million.

1. RIZTZTtLF+=A=+—H Lakshmi Niwas
Mittalst 4  Usha Mittal K KE &% B
ArcelorMittal SAE 217 iR 17 37.04 % 0 A # #
& ArcelorMittal SAE # 17 iR 19 37.04% M
ArcelorMittal SARE # ¥ A Mittal Steel
Holdings AG 75% % RERBEE ARFE
BITRRZX820,119,151/% 50 28.02 % & x4 ©

BREXFEEEIN R _TELF+-_A=1
— B REAQFIZBES KRG R 336
GRFENBRREM BEAL (RRRES
HEBTHABRIN RARB D AR
MEBEDZIRE

AEERE EMRANERBEATRBAER
S BEHR T REE B MR EIT
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In the opinion of the independent non-executive Directors of the
Company, the purchases of raw material by Jinxi Jinlan from Jinxi

Limited for the year ended 31 December 2007 were entered into:

(i)  in the ordinary and usual course of business of the Group;

(i)  on normal commercial terms;

(iii) in accordance with the relevant agreement governing such
transactions on terms that are fair and reasonable and in
the interests of the shareholders of the Company as a whole;

and

(iv) within the relevant annual cap amounts as approved by the

shareholders of the Company on 4 February 2005.

The board of Directors confirms that the auditors of the Company
have confirmed the matters stated in Rule 14A.38 of the Listing
Rules in connection with the above continuing connected

transactions.

On 12 December 2005, the Company announces that it and
Foshan Jin Lan will issue guarantees to a PRC financial institution
to secure the loan obligation of Jinxi Jinlan on a several basis and
in proportion to their equity interest. The guarantee will expire
when the loan obligation and other relevant interest and expenses
under the loan contract are repaid fully. The loan facility granted
by the PRC financial institution is RMB150 million with a period
of 3 years. The maximum liability under the guarantee of the
Company will be RMB90 million and the related outstanding
interest and expenses (if any). The guarantee was approved by
the shareholders of the Company and was issued on 19 January
2006.
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On 12 December 2005, the Company announces that Accordpower
Investments Limited (“Accordpower”), a wholly-owned subsidiary
of the Company, will provide shareholder’s advances of US$18.5
million to Jinxi Jinlan. The non-interest bearing advances are
US$11.3 million while the interest bearing advances are US$7.2
million. The interest rate of the interest bearing advances are
based on 90% of the standard RMB loan interest rate of five
years issued by the People’s Bank of China. The duration of the
advances will be 5 years. The shareholder’s advances agreements
were approved by the shareholders of the Company and signed
on 19 January 2006.

Jinxi Limited has issued a guarantee dated April 2006 to a PRC
bank to secure the master bank facility of RMB150 million granted
to Jinxi Jinlan by a PRC bank. The master bank facility’s period is
from 30 May 2006 to 30 May 2007. The maximum liability under
the guarantee of Jinxi Limited will be RMB150 million plus the
related outstanding interest and expenses (if any). The obligations
of Jinxi Limited under the guarantee in respect of each individual
facility granted under the master bank facility will expire two
years after the expiry date of each individual facility being granted
under the master bank facility. Jinxi Jinlan will pay a guarantee
fee of RMB900,000 for the year end 30 May 2007 (plus any
accrued interest), which is equivalent to 0.6% of the amount
under the guarantee. Due to oversight and inadvertent
misunderstanding of the Listing Rules by some of the management
of the Group involved in the issuance of the guarantee, Jinxi
Limited’s entry into the guarantee and the provision of the
guarantee was not reported to the Company. As a result, the
failures by the Company to notify the Stock Exchange and
announce Jinxi Limited's entry into the guarantee and the
provisions of the guarantee and to seek shareholders of the
Company’s approval as required under Chapter 14A of the Listing
Rules constitutes a breach of Rule 14A.63 of the Listing Rules.
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During 2007, Jinxi Jinlan has sold goods and utilities to Foshan
Jin Lan Import and Export Co., Ltd. (“Jin Lan Import and Export”)
Ltd. (“Jin

Lan Nonferrous Metals”) in the amount of RMB20.803 million

and Foshan Jin Lan Nonferrous Metals Products Co.,

and RMB3.509 million respectively. Jin Lan Import and Export and
Jin Lan Nonferrous Metals are the companies controlled by Mr.

Zhou Weijie who was a substantial shareholder of Jinxi Jinlan.

Mr. Zhou Weijie, is a director of Jinxi Jinlan and Foshan Jin Lan
Aluminum Co., Ltd. (a company which is controlled by Mr. Zhou
Weijie) has transferred his 21.5% of the equity interest in Jinxi
Jinlan to Jinxi Limited in February 2008 and thereafter all
shareholders agreed to increase their investments in proportion
to their shareholdings in Jinxi Jinlan. After the completion of the
share transfer and the increase in registered capital, Mr. Zhou
Weijie holds 18.5% of Jinxi Jinlan. Jinxi Jinlan is no longer a
connected person of Mr. Zhou Weijie or to the Company in

accordance with the Listing Rules.

Save as disclosed above and in Note 37 to the consolidated
financial statements, there were no other transactions required
to be disclosed as non-exempt connected transactions in

accordance with the Listing Rules.

As at the date of this report, the minimum public float requirement
under Rule 8.08 is not maintained and the Company has been

suspended for trading.

Pursuant to the joint announcement between ArcelorMittal and
the Company dated 4 February 2008, ArcelorMittal has undertaken
to the Stock Exchange to take appropriate step following the
closing of the offer to restore the minimum public float

requirement under Rule 8.08 of the Listing Rules.
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Neither the Company, nor any of its subsidiaries has purchased,
sold or redeemed any of the Company’s listed securities during
the years ended 31 December 2007 and 2006.

Details of the significant post balance sheet events are set out in

Note 38 to the consolidated financial statements.

PricewaterhouseCoopers retired and a resolution for their
reappointment as auditors of the Company will be proposed at

the forthcoming annual general meeting.

On Behalf of the Board
China Oriental Group Company Limited

Han Jingyuan

Chairman and Chief Executive Officer

Hong Kong, 27 March 2008
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PRICEAVATERHOUSE COPERS

BOR KBS MEKA

To the shareholders of China Oriental Group Company Limited

(incorporated in Bermuda with limited liability)

We have audited the consolidated financial statements of China
Oriental Group Company Limited (the “Company”) and its
subsidiaries (together, the “Group”) set out on pages 57 to 183,
which comprise the consolidated and company balance sheets as
at 31 December 2007, and the consolidated income statement,
the consolidated statement of changes in equity and the
consolidated cash flow statement for the year then ended, and a
summary of significant accounting policies and other explanatory

notes.

The directors of the Company are responsible for the preparation
and the true and fair presentation of these consolidated financial
statements in accordance with Hong Kong Financial Reporting
Standards issued by the Hong Kong Institute of Certified Public
Accountants and the disclosure requirements of the Hong Kong
Companies Ordinance. This responsibility includes designing,
implementing and maintaining internal control relevant to the
preparation and the true and fair presentation of financial
statements that are free from material misstatement, whether
due to fraud or error; selecting and applying appropriate