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PROSPECTS AND FUTURE INVESTMENT
PLANS

With the State’s determination to enhance overall efficiency and
cost-effectiveness of the cement industry and its growing
emphasis on environmental protection, there is expected to be
intensified measures to eliminate inefficient small scale cement
operations. According to a notice issued by the State’s National
Development and Reform Commission, China will have to replace
250 million metric tonnes of cement capacity from small plants
by 2010.

operations, 10 million metric tonnes and 30 million metric tonnes

In Fuzhou and Guangdong, where the Group has

of capacity will be phased out respectively between 2007 and
2010.

Given the Group’s established presence and growing significance
in the South China market, it is well-poised to fill in the market
vacuum left behind by the elimination of small inefficient vertical
kiln.

Cement price began to improve in the fourth quarter of 2006,
with the arrival of the industry’s peak season. Cement prices
reflected an improvement in the first quarter of 2007 when
comparing with that of the corresponding period last year. With
stabilized cement price and optimum utilization of its additional
capacity for the full year, we believed the Group’s operation

efficiency will be further improved in the year 2007.

Demand for slag powder is expected to remain strong in the
highly-urbanized coastal cities and their peripheral areas. To meet
the growing requirement from major infrastructure facilities and
high-rise buildings, the Group will further intensify Anhui King
Bridge Cement Co. Ltd.’s (“AKB”) penetration of the economically
affluent cities in the Anhui Province. Capitalizing on its existing
customer base and sales channel, AKB will continue to broaden

its export sales.
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With less competition and lower raw material costs, the Liuzhou
joint venture is expected to continue to generate favorable
contribution to the Group. In order to satisfy substantial demand
for slag powder in Guangdong and Guangxi Provinces, the Group
is expediting the development of an additional production line
with an annual capacity of 700,000 metric tonnes in Liuzhou.
Construction of the new production line will be completed in the
fourth quarter of 2007.

The Group aims to bring the Fuzhou cement grinding plant to its
full capacity in 2007, compared to a close to 80% utilization in
2006. The construction of a new production line with an annual
capacity of 750,000 metric tonnes is underway and is expected
to be completed in the third quarter of 2007. Upon completion,
the Fuzhou plant’s total annual capacity will be increased by
50% and reach 2.25 million metric tonnes. The upsurge in
capacity will place our Fuzhou plant among the largest cement
suppliers in the Fujian Province, and enabling it to extend its
sales to other buoyant cities of the Province such as Putian,

Quanzhou and Xiamen.

Our Yingde plant, which is the Group most significant and
ambitious development project in Mainland China, commenced
commercial operation in the second half of 2006. It will be
operating at its design capacity for the first full year in 2007.
With increased output and higher efficiency brought along by
optimum utilizations, we expect to further reduce the unit cost
of the plant’s output, and will thus further enhance its cost-
effectiveness and efficiency. We expect the Yingde plant to
become a major profit centre in the near future. The Group has
commenced the Yingde plant’s second phase expansion in 2006,
allowing it to further enlarge its market share in the Southern
China market. A new production line with an annual capacity of
2.25 million metric tonnes will be completed by the end of 2007.
A second new production line with an additional 2.25 million
metric tonnes capacity is scheduled to become operational in
the first half of 2008. By then our Yingde plant will become one

of the largest cement production bases in Guangdong.
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The Group’s massive investment in capacity expansion during
the past three years is expected to pay off in the current and
coming years. With close to optimum utilization of its additional
capacities of slag powder, clinker and cement, and a broadened
customer base, the Group will be able to further strengthen its
profitability benefiting from its economies of scale. To accelerate
its growth momentum, the Group is moving full steam ahead to
further enlarge its capacity and market coverage. These efforts
will lay the platform for the Group’s sustainable development. By
the first half of 2008, the Group will have a comprehensive annual
capacity of slag powder, clinker and cement of 13 million metric
tonnes, cementing its leading position in the rapidly expanding

Southern China market.
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