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Important Notice
The attached financial statements have been translated from the statutory financial statements
prepared in accordance with the generally accepted accounting principles applicable to
enterprises established in the People’s Republic of China. In the event of any differences in

interpreting the financial statements, the Chinese version shall prevail.
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Auditors’ Report

Changkuaijinshenzi(2010) No.10007

T'o the Board of Directors of Tianjin Monocon Aluminous Refractories Co., Ltd.:

We have audited the accompanying financial statements of Tianjin Monocon Aluminous
Refractories Co., Ltd. (the “Company”), which comprise the balance sheet as at 31 December
2009, the income and profit appropriation statement and cash flow statement for the year then

ended and notes to the financial statements.

Management’s Responsibility for the Financial Statements

The management 1s responsible for preparing financial statements in accordance with
Accounting Standards for Business Enterprises and the Accounting System for Business
bnterprises  promulgated by the State. This responsibility includes (1) designing,
implementing and maintaining the internal control relevant to the preparation of the financial
statements that are free from material misstatement whether due to fraud or error; (2)
selecting and applying appropriate accounting policies; and (3) making accounting estimates
that are reasonable in the circumstances.

Auditor’s Responsibility

Our responsibility is to express an opinion on these financial statements based on the
pertormance of our auditing procedures. We have performed audit in accordance with the
[ndependent Auditing Standards issued by the Chinese Institute of Certified Public
Accountants (hereinafter “Audit Standards”). Those standards require that we comply with
cthical requirements and plan and perform the audit to obtain a reasonable assurance as to
whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures tailored depend on our judgment,
including the assessment of the risks of material misstatement of the financial statements,
whether due to fraud or error. In making those risk assessments, we consider the internal
control relevant to the entity’s preparation of financial statements in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an
opinion on the effectiveness of the Company’s internal control. An audit also includes
cvaluating the appropriateness “of the accounting polices used and the reasonableness of the

accounting estimates made by management, as well as evaluating the overall presentation of
the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a
basts for our audit opinion.
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Auditors’ Report (continued)

Opinion

In our opinion, the financial statements of the Company have been prepared in accordance
with Accounting Standards for Business Enterprises and the Accounting System for Business
Enterprises, and present fairly, in all material aspects, the financial position of the Company
as of 31 December 2009 and the results of its operations and its cash flows for the year then

ended.

d. Pubhc Accountants Co., Ltd. Tianjin Branch
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Balance Sheet (l)

Prepared by: Tianjin Monocon Aluminous Refractories Co., Ltd. Unite:RMB Yuan
... ... AsseTs  |NOTES| 31Dec2009 31 Dec 2008
CURRENT ASSETS: I R R
Monetary funds g Mm 41567055  445,269.09
Financial assets for trade B .
Notes receivable | S
Accounts receivable .2 3,043,313.15  2,823,956.85
Less: provision for bad debts for accounts rec_e:_vable ) l 0.00 0.00
Net value of accounts receivable - 3,943,313.15 - 2 823,956.85
Advances to suppliers 3 2698025 3,387.51
~Interest receivable o - e
Dividends receivable L o _
Other receivables - | 4 | 27427000  308,264.84
Less: provision for bad debts of cther recewable - | | 0.00 | 0.00
‘Netvalue of other receivables | 27427000  308,264.84
Inventories - IS 2,889,251.46 . 2,903,972.45
Less. lmpalrmentprowsron for mventoraes __ _+1|_ | _000 o 0.00
Net value of inventories S \ 2,889,251.46 2,903,972.45
- Non-current assets due W|th|n one year L | ' e o
Other current assets | | S [1.6 'L 5,/3208
TOTAL CURRENT ASSETS ] 7,555,217.49 ' 6,484,850.74
NON-CURRENT ASSETS o B ;?_ ' ' o
Available-for-sale fmancnal assets | - o L
‘held-to-maturity investments - . J )
- Less impairment provision fcr held—to matunty n]ge_stment 1 o B
__ Net value of held-to-maturity investments e L ' ) ' o
.ong-term receivables | S .' )
_Long-term equity investments . L N
~ Less: impairment provision for Iong term equlty lnvestments_ ) o
Net value of long-term equity investments _ )
Investment property L I :
Fixed assets S 7 | 8035413.96  7,848,808.88
~ Less: accumulated deprecratlon S 1.7 1,873,619.16 | ! 1,138,808.80
Less: impairment provision for fixed assets 0.00 ° - 0.00

Construction in progress

Netvalueof fixedassets | m7 | 6,161,794.80 | 6710,000.08
i l
|

Less: impairment provision for construction in progress

Netvalue of construction in progress

Project materials
____Disposai of fixed assets

t
Less accumulated amorttzanon o |L — e
. Less: impairment provision formtanglble assets 3 | -
Net value of intangible assets | | !
Development expenditure X
Goodwil B B
Less: impairment provision for goodwill ) ] ' -
Netvalue of goodwill ) o e
Long term deferred and prepaid expenses L -
Deferred tax assets T
TOTAL NON-CURRENT ASSETS S ., 6,161,794.80 . 6 710,000.08
TOTAL ASSETS ' 13,717,012.29 13,194,856._5_2“
General Manager: Manoj Rakhecha  Financial Manager: Manoj Rakhecha Prepared by: Gao Xichen
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Balance Sheet (ll)

Prepared by: Tianjin Monocon Aluminous Refractories Co., Ltd.
~ LIABILITIES AND OWNERS EQUITY |

Unite:RMB Yuan

31 Dec 2009 31 Dec 2008

\BILITIES A |
|
ﬂ
I

CURRENT LIABILITIES.

Short-termloans
~Transaction financial liabilities ' |

Notes payable L L
Accounts payable .l s

R Ao S

——uw - . o —_—

Advances from customers | 1

Welfare payab_'le _ _ | 1.9

4467130 2865012

Payroll payable R _
taxes payable |

[ TH N

o — o — +.

1|
Interest payable !

—_

‘Dividends payable [ mao

- =1 =

217848005 1974,367.10

Otherpayables A2

458,090.53 .  1,614,5677.05

[— —— ——— —

4 it
r
: |
i
i - -
! i

‘Non-current fiabilities due within one year | !

Other current liabilities | S

TOTAL CURRENT LIABILITIES

NON-CURRENT LIABILITIES: | o . . !

Long-termloans ' - -
Bonds payable e | e )
Long-term payable ] | -
Accrued liabilities o I o
Deferred tax liabilities S ] -

| o

!

~ Other non-current liabilities ) ' I -
TOTAL NON-CURRENT LIABILITIES R o

P S S

TOTAL LIABILITIES

S —

e = —— —_— - rmaar. mrws s

OWNERS' EQUITY (OR SHAREHOLDERS' EQUITY):

—_—

Paid in capital (or share capital) - | 11.13

7,809,410.00  7,809,410.00

Capital surplus - ; |

57,440.05

. e . e —— e -

Less: treasury stock i

_—— e —— e — —merre . ol

Surplus reserve L III._M :‘

e e mea— =, +

44671297 286,50121

T CTEE itk BB sk e e e —— — ——  — — —— mmEr 8 - . - - -

General risk provision |

Undistributed profit M4 i

0.00 QOO

—— e ; r— O S

-_— e —

Currency translation differences

Parent company interest

Minority interest

TOTAL OWNERS' EQUITY

8,313,563.02  8,153,361.26

TOTAL LIABILITIES AND OWNERS' EQUITY

General Manager: Manoj Rakhecha Financial Manager: Manoj Rakhecha

13,717,012.29  13,194,850.82

Prepared by: Gao Xichen
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Statement of Profit and Appropriation

Prepared by: Tianjin Monocon Aluminous Refractories Co., Ltd.

Unite: RMB Yuan

tems Notes 2009 2008
1. Operating Revenue . _ 1115 19,296,214.96  18,124,818.20
Less: Operating cost . In16_| 14746,086.54 =~ 12,217,725.98
Tax and levies on operations _+__ﬂ | o

Selling expenses

1,767,780.07

2,730,699.52

-

6. Profit available for investors' distribution

Less: dividends payable 11.14

1,425,884.66

/. Undistributed profit

General Manager: Manoj Rakhecha  Financial Manager: Manoj Rakhecha

L

0.00

Administrative expenses o 1,125,085.14 735,547.13
Financial expenses L g 8761282 219,955.57
Asset impairment losses - l : I
Add: proceeds from disturbance of fair value ) ) -
include: investment income from associated enterprise and joint '
2. Operating profit o 1,569,650.39 2,220,890.00
Add: non-operating gain 11118 183,900.00 B
Less: non-operating l0ss .18 200000  2,500.00
Inc:Losses on disposal of non-current assets | . -
3. Total prof 175155039 2218,390.00
Less: income tax expenses 11.19 [‘ 149,432.79 . o
4. Net profit B R 1,602,117.60 2,218,390.00
Add: undistributed profits at the beginning of the year ] N 0.00 0.00
0. Profit available for distribution o | 160211760 2,218,390.00
Less: Staff and workers' bonus and welfare fund o l1.14 16,021.18 . 22,183.90
Reserve fund .14 | 160,271.76 1 221,839.00

1,974,367.10

1,974,367.10

Prepared by: Gao Xichen
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Cash Flow Statement

Prepared by: Tianj_iln Monocon Aluminous Refractories Co., Ltd. Unit: RMB Yuan

—— = N —_— .

1. Cash _flows from operating activities:
Cash received from sales of goods or rendering of services . 18,167,518.49

Refunded tax and expenditures b 18390000

Other cash received relating to operating activities __ ? - 7,340.17

——rr " — D e M R e i ———

o ———— b L L N T ——

~ Sub-total of cash inflows . 18,358,758.66

Cash paid for go_ods and services S o __1__{,,167_?578._50

Cash paid to and on behalf of employees ... 85744884
Taxpad 1102068113

Other cash paid relating to operating activities . 852891.94

tems 2009

- r—rr e - ——— e g siim..7 e——————— e  —— ——

Sub-total of cash outflows  16,979,980.41
Net cash flows from operating activities L 1,378,778.25

2. Cash flows from i_nvesting activities:

Proceeds of disposal of investments o -
‘Cash received from distribution of dividends or profits - S B
Net cash received from disposal of fixed assets, intangible assets and |
other long-term assets - o )
Other cash received relating to investing activities :
Sub-total of cash inflows S I
Cash paid to acquire fixed assets, intangible assets and other long-term assets _186,600.08
Cash paid to investment ) ! S ]

Other_cash pai_d___r_elating_to investing act_i\_._{_i_ti_e_s_

Sub-total of cash outflows ... 18660508

Net cash flows from investing activities . [(186,605.08)
3. Cash flows from financing activities r B -
Proceeds from issuing shares _ -
Proceeds from borrowings o
Other proceeds relating to financing activities e
Cash repayment of amounts borrowed
Cash payments for distribution of dividends, profits or interest expenses 1,221.771.71

Other cash payments relating to financing activities

Sub-total of cash outflows S L 122177171

Net cash flows from financing activities S o (1,221,771.71)
4. Effect of foreign exchange rate changes on cash : |

5. Net increase in cash and cash equivalents . (29,598.54)
General Manager: Mano] Rakhecha Financial Manager: Manoj Rakhecha  Prepared by: Gao Xichen
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Cash Flow Statement (continued)

Prepared by: Tianjin Monocon Aluminous Refractories Co., Ltd. _ Unit: RMB Yuan
Items o . 2008
1.Reconciliation of operating to cash flows from netprofit. R
Netproft - 160211760
‘Add: Minority interest _ e S
Less: Unidentified investment loss ) -
Add: provision for impairment of assets. - ] ﬂ
Depreciation of fixed assets _ 13481036
Amortization of intangible assets S )

Amortization of long-term expenses

Decrease of deferred expenses (less: increase) ) o
Increase of accrued expenses (less: decrease)
Loss of disposal of fixed assets, intangible assets and other I_.grlg_-j_g'r_rp_ggggts(lefgs:gai_rj__) o
Loss of fixed assets discarding ) _ o
Finance expense N ) - i .
Investment loss (less: gain) - L . o
Deferred tax credit (less: debt) - _ e .
- Decrease of inventories(less: increase) o 1472099
' Decrease of operating items receivables(less: increase) (11935830
Increase of operating items payable(less: decrease) !__ - 27,003.70
Others _ ] o 119,481.90
Net cash flow from operating activities e - 1,378,778.29
2 Investment&borrowing activities not including cash inorout s
Capital converted from debt ) ) )
Convertible company bonds due within one year
Fixed assets under finance lease B -
Others &
3.Net Increase of cash and cash eauivalent
Cash at the end of period __ . 41587055
Less: cash at the beginning of the period S o - 445,269.09
Add: cash equivalent at the end of period
Less: cash equivalent at the beginning of the period —
Net increase cash & cash equivalent (29,598.54)
Goeneral Manager: Manoj Rakhecha Financial Manager. Manoj Rakhecha Prepared by: Gao Xichen
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Tianjin

Monocon Aluminous Refractories Co., Ltd:

Notes to Financial Statements for the Year Ended December 31, 2009

I.

Tianjin
establis
obtain

General Profile

Monocon Aluminous Refractories Co., Ltd was established by IFGL Worldwide Holdings Limited, Its
ment was approved with certification (Shang Wai Zi Jin Wai Shang Zi [2006]021114). The company

business license ( Qi Du Jin Zong Zi No. 018644) from the State Administration of Industry and

Commerce of Tianjin on August 16, 2006). Its registered capital is USD 1,000,000 & duration of operation 1s 20

years.

The company It is mainly engaged in producing, processing and selling refractory materials and providing
relating services.

11.

Significant Accounting Policies and Accounting Estimates Adopted by the Company

The financial statements have been prepared on going concern basis based on the following accounting
nolicies and estimates:

1. The applicable accounting regulation:

The Accounting policies adopted by the Company are in accordance with the Accounting Standards for
Enterprises of the People’s Republic of China & “Accounting System for Business Enterprises” and the
relevant supplementary regulations.

2. The fiscal year:

The Company adopts the calendar year as its accounting year from 1 January to 31 December.

3. Reporting currency

The Company’s reporting and presentation currency is the Renminbi (“RMB”). Unless otherwise stated, the
unit of the currency is Yuan.

4. Basis of accounting and measurement basis

The Company’s accounts have been prepared on an accrual basis using the historical cost as the basis of
measurement.

5. Foreign currency transactions

The amount of transactions in foreign currencies occurred in the reporting year were translated into

Renminbi at the applicable rate of exchange prevailing at the dates of transactions quoted by People’s Bank
of China (“"benchmark exchange rate™) .

Monetary assets and habilities denominated in foreign currencies are translated into Renminbi at the rate of

eXC
dea

1ange prevatling at the balance sheet date .Exchange gains and losses on foreign currency translations are
t with in the Income statement.

6. Cash equivalents

The cash equivalents are defined as those items meeting all of the 4 criteria listed below: (1) short term (due

within 3 months since purchased); (2) with strong liquidity; (3) can be easily converted into known amount
ot cash; and (4) bears low risk of fluctuation in value.

.-:‘a |
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7.

8.

9.

Provision for bad debts
Criteria for recognition for bad debts are:

The debtor is deceased or has been declared bankrupt and the debts remain uncollectible after considering
the assets of the bankrupt or the estate of the deceased debtor;

Debts that are long overdue and there is also evidence indicating that the debts are uncollectible or the
possibility of collection Is remote.

Inventories
Classification of inventories

Inventories are assets held for sale in the ordinary course of business or in the process of production for
such sale; or in the form of materials or supplies to be consumed in the production process or in the
rendering of services. The inventories of the Company are classified into the following groups: raw
materials, packages, work-in-process, finished products. Inventories are valued at the actual cost when
acquired which includes costs of purchase and processing and those overheads that have been incurred
in bringing the inventories to their present location and condition.

Actual cost is applied for the record of movement of inventories and is recognized on a weighted
average basis. Low value consumables are expensed on a one-off write-ot basis.

Inventories are measured at the lower of cost and net realizable value at the balance sheet date. The
impairment of inventories is made when the net realizable value is lower than the cost. Net realizable
value represents the balance of the estimated selling price less the estimated cost of the completion, the
estimated cost of marketing and the relevant taxes and levies in the ordinary cost.

Accounting for fixed assets and accumulated depreciation

(1) Definition and recognition criteria of fixed assets

Fixed assets are tangible assets with high unit costs held by the Company for use in production of goods
and supply of services, and are expected to be used for more than one year.

(2) Classification of Fixed assets

Fixed assets are classified into the following categories: manufacturing equipment, office equipment,
motor vehicle, assistant equipment.

(3) Accounting for Fixed Assets
[Fixed Assets are records at actual cost on acquisition.

At the end of each period, fixed assets are measured at the lower of their carrying amounts and their
récoverable amounts. Where the recoverable amount of any fixed assets is lower than its carrying
amount, an impairment loss is recognized for the difference. Recoverable amount represents the higher
of the net selling price-of the asset and its value in use. Value in use is the present value of the future cash
flows expected to be derived from the use of the assets less costs to sell.

The net gains and losses arising from the disposal of the fixed assets are recorded as non-operating
revenucs or expenses in the income statement.

(4) Accounting for Depreciation

The fixed assets are depreciated on straight-line basis over their estimated useful lives based on the
original cost and estimated useful lives. The depreciable amount of a fixed asset equals its original cost

less estimated residual value. The restdual value 1s estimated at 10 % of the original cost.

‘)



10.

The depreciation rates for each category of fixed assets are as follows:

Estimated useful life (in

Depreciation rate p. a.(%)

o

9%
18%

Item

o years)
Manufacture Equipment 10
Otfice Equipment S
Motor Vehicle d
Assistant Equipment - | S

18%

18%

Recognition of revenue

Sales of goods

Revenue from the sale of goods is recognized when all the following conditions have been satistied: the
Company has transferred to the buyer the significant risks and rewards of ownership of the goods; the
Company retains neither continuing managerial involvement to the degree usually associated with

ownership nor effective control over the goods sold; it 1s probable that the economic benefits associated with

the transaction will flow to the Company; and the relevant amount of revenue and costs can be measured

reliably.

11. Accounting for corporate income tax

I11.

Taxation payable method under the tax effect accounting standard is adopted for corporate income tax.

According to the tax laws and regulations, the income tax rate for enterprises in the year under consideration

1

is 10%.
Major Items in the Financial Statements

1. Cash and Cash Equivalents

Item Dec 31,2009 Dec 31, 2008

Cash in hand 2,328.46 3,766.07

Cash at bank 413,342.09 441,503.02

Total - 415,670.55 | 445,269.09

Cash at Bank 1s held as follows

Bank Name & Branch

Account No

Dec 31, 2009

RMB Bank Account

Bank of China — Tianjin
Binhai Branch

856012445908091001

254,943.91

HSBC Tianjin TED Sub
Branch

725-001556-011

Bank of China - Tianjin'
Binhai Branch -

856012445908096001

24,411.51

35,882.10

USD'J.-[Bank Account

HSBC Tianjin TED Sub |
Branch

105-001556-055

l 98,104.57
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2. Accounts Receivable

(1) Age of Accounts

Item Dec 31, 2009 | Dec 31,2008
Amount Percentage [ Provision Amount Percentage | Provision
for Bad for Bad
3 Debts Debts
Within | year 3,943,313.15 100% | 0.00 2,823,956.85 100% 0.00
1-2 years ] 000 | 0% 0.00 " 0.00 0% 0.00
2-3 years 0.00 0% 0.00 0.00 0% | 0.00
More than 3 years | 0.00 0% |  0.00 000 0% 0.00
Total 3.943313.15 | 100% 0.00 2.823,956.85 100% 0.00
( 2) The amount due from related party as on Dec 31, 2009 i1s as follows :
- Monocon International Refractories Ltd, UK RMB 1,801,888.85
- Mono Ceramics Inc - RMB 1,264,493.87
- Goricon Metallurgical Services RMB 120,340.20
3. Advances to suppliers
(1) Age of Accounts
[tem Dec 31, 2009 I Dec 31, 2008
Amount Percentage | Provision Amount Percentage | Provision
for Bad for Bad
Debts Debts
Within 1 year | 2698025 100% 0.00 3,387.51 100% 0.00 |
[-2 years 0.00 0% 0.00 0.00 | 0% l 0.00 |
2-3 years 0.00 0% 0.00 0.00 0% 0.00
More than 3 years |  0.00 0% 0.00 0.00 0% 0.00 |
Total 26,980.25 100% 0.00 3,387.51 100% 0.00
(2) The amount due from related party as on Dec 31, 2009 is as follows :
None.
4. Other reccivables
(1) Age of Accounts
~ ltem . Dec 31,2009 Dec 31, 2008
Amount Percentage | Provision T Amount Percentage | Proviston
for Bad for Bad
o ) | Debts | 3 | 1 Debts |
Within | year 15250 00 5 56% 0.00 49,244 84 15.95% 0.00
2 . : ! . i - . L
|-2 years 0.00 0 00% 0.00 18,800.00 6.10% | 0.00
2.3 years 18,800.00 | 6.85% 0.00 | 240,220.00 | 77.95% 0.00
More than 3 years 240,220.00 87.59% | 0.00 0.00 1 0.00% 0.00
Total 274270.00 | 100.00% | 0.00 | 308,264.84 |  100.00% | 0.00
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