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Discussion and Analysis I

REVIEW AND OUTLOOK OF OPERATION
Overview

Turnover and profit before taxation for the year ended 31st December 2003 were HK$1,131 million and HK$42 million, as compared
to HK$1,011 million and HK$70 million for the year ended 31st December 2002 respectively. The Group’s turnover was slightly
higher than last year but the profit before taxation decreased by approximately 40% from last year due to deteriorating market
environment in Hong Kong.

Despite additional contribution from the gradual phasing in of certain new projects in the Mainland China, the profit of the Group as
a whole decreased as compared to last year. Set out below is the geographical analysis of the Group’s operating result for 2003.

Hong Kong Mainland Group
HK$000 HK$'000 HK$°000
Turnover 537,482 593,412 1,130,894
Operating profit 13,831 25,581 39,412
Finance costs (4,639) (869) (5,508)
Share of profits less losses of
Jointly controlled entities 18 6,856 6,874
Associated companies 998 — 998
Profit before taxation 10,208 31,568 41,776
Taxation 34
Profit after taxation 42 117
Minority interests (1,912)
Profit attributable to shareholders 40,205
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TURNOVER BY GEOGRAPHICAL SPREAD

2003 2002 2003 2002
HK$000  HK$'000

- Hong Kong 537,482 553,060 A (48%) A (55%)
B Mainland China 593,412 457,939
1,130,894 1,010,999
B (52%) B (45%)

GROSS ASSETS BY GEOGRAPHICAL SPREAD

2003 2002 2003 2002
HK$7000  HK$'000

A Hong Kong 1,048,713 941,581 A (59%) A(61%)
B Mainland China 728,893 614,668
1,777,606 1,556,249
B(41%) B(39%)

Business in Hong Kong

In 2003, the economy of Hong Kong has further worsened due to the outbreak of SARS and the war in Irag. However, with the
initiatives taken by the Central Government, there were signs that the local economy has begun to regain luster in the last quarter of
2003.

Notwithstanding such a difficult environment, our Group has achieved a comparatively satisfactory performance among the industry
in Hong Kong for the year. Besides maintaining a cost efficient operation, the Group has continued to explore new business
opportunities to enhance our profit contribution. Capitalizing on our sound track records among the industry as well as our
reputation in terms of product quality and customer services, we have successfully extended our ready-mixed concrete business to
Daya Bay, Huidong and was awarded the ready-mixed concrete supply contract for the CNOOC and Shell Petrochemical Complex
at Huizhou. Furthermore, a pile factory has been set up in Shenzhen during the year and production commenced recently supplying
concrete piles to nearby markets.
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Management Discussion and Analysis I

The Group is environmental-minded and has continued to explore business opportunity on environmental friendly products. In July,
the Group had entered into a contract with Hong Kong Polytechnic University for the manufacture of paving blocks designed by the
University using recycled construction materials. Production of these paving blocks commenced and are now being supplied to the
market.

The rehabilitation work of KWP Quarry Co. Limited at Anderson Road Quarry in which the Group has a 63.5% interest is proceeding
in accordance with the planned schedule. The subsidiary has met the third milestone on time in accordance with the contract with
the Hong Kong SAR Government.

The Group will continue to seize business opportunities in the emerging market along the Pearl River Delta area.
Business in Mainland China

The success of the Group’s expansion strategy in Mainland has built a solid platform for the Group to maintain a continued growth
in future. The new projects which commenced operation as planned, have provided additional contribution to the Group during the
year. In addition to the joint venture set up with Maanshan Iron & Steel Group for the manufacture of slag, the Group has also
entered into agreements with Shougang Group, Guangdong Shaoguan Iron and Steel Group and Kunming Iron and Steel Group to
set up joint ventures in Beijing, Shaoguan and Kunming respectively for the manufacture of slag. When all these joint ventures
gradually come into operation, the Group will become one of the largest suppliers of slag in the Mainland and it is envisaged that all
these projects will bring in good contribution to the Group.

The sales volume of our Shanghai operations has continued to grow as compared to last year. The Group’s wholly owned quarry in
Huzhou has begun supplying aggregates to the Shanghai market during the year. This will enhance the competitiveness of our
Shanghai ready-mixed concrete operation, which help to strengthen the Group’s leading position in the industry.

In order to capitalize on the growing ready-mixed concrete market in Nanjing and Maanshan, the Group has set up ready-mixed
concrete plants in these areas during the year. Both plants have brought in satisfactory profit contribution to the Group. The
performance of the Group’s pile factory in Shanghai, which commenced operation in early 2003, was satisfactory and has made
contribution to the Group.

The Group’s quarry operation in Beijing, the Beijing Shoujia Stone Co., Ltd., in which the Group has 55% interest, has achieved
increases both in sales volume and profit contribution. The Beijing 2008 Olympic Games, massive housing projects and associated
infrastructure works have resulted in a surge in demand for quality ready-mixed concrete in Beijing. To seize such valuable
opportunity, the Group has set up a ready-mixed concrete plant, Beijing K. Wah Gaogiang Concrete Co., Ltd., to serve the growing
market in Beijing. The operation has commenced production during the year and the performance was satisfactory. The Group will
continue to look for suitable investment opportunities in the area in order to broaden our income base.

In Guangzhou, the market condition has improved during the year although it remained competitive. The Group’s cement operation,
Guangzhou K. Wah Nanfang Cement Limited, in which the Group has 50% interest has recorded a satisfactory result in 2003. Both
turnover and profit contribution have increased over last year. The Group is considering to further expanding the cement production
facilities when appropriate to enhance the profitability of the joint venture.

Technology Investment

According to the strategic mandate, the Group has continued to maintain a balanced investment portfolio similar to that of last year
and the total investments at 31st December 2003 stood at approximately HK$116 million, same as last year.
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AWARDS

In pursuit of improvement, the Group has participated in various competitions during 2003 and is pleased to report the following
awards:

Awards in Hong Kong

K. Wah Construction Materials Limited again received the “Caring Company Award” in 2003 granted by the Hong Kong Council of
Social Service in recognition of the Company’s commitment to social responsibility. Through voluntary work organised by the KWCM
Social Club, the Company aims to inculcate a sense of benevolence among its employees towards society.

KWP Quarry Co. Limited won the 2003 Hong Kong Awards for Industry — Environmental Performance.

Awards in Mainland China

Guangzhou K. Wah Nanfang Cement Limited continues to win the “2 B & N, )k KB REEIEKR B KB L2 BB

K. Wah Quarry (Huzhou) Company Limited won the “rb B 38 {2 (2 & g2 #1”.
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1,6. FNBERRLIEBEBRA
2. Nanjlng K. Wah Concrete Co., Ltd.
3.  Shanghai K. Wah Concrete Piles Co., Ltd.

4. Members of investment community visited Shanghai K. Wah
Concrete Piles Co., Ltd.

B K. Wah Materials (Huidong) Ltd. Daya Bay Branch
7. ERENEEEM AR AR (For slag production)



