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.10003

To the Board of Dircctors of Tianjin Monocon Refractories Co., Ltd.:

We have audited the accompanying financial statements of Tianjin Monocon 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 is responsible for preparing financial statements in accordance with
Accounting Standards for Business Enterprises and the Accounting System for Business
Enterprises 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
performance of our auditing procedures. We have performed audit in accordance with the
Independent Auditing Standards issued by the Chinese Institute of Certified Public

Accountants (hereinafter “Audit Standards™). Those standards require that we comply with
ethical 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
nrocedures 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
evaluating 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
basis for our audit opinton.



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.

Tianjin Branch

Tianjin,

20 Febru

Certified Public Accountant:

Certiﬁed Public Accountant:




Balance Sheet (1)

Frepared by: Tianjin Monocon Refractories Co., Ltd. Unite:RMB Yuan
~ ASSETS NOTES| 31Dec2009 | 31Dec2008
CURRENT ASSETS: J ‘
Monetary funds . _...m1 | 26227465 331323307
Financial assets fortrade r o
_Accounts receivable | - 1.2 | 13,536,548.32  12,176,250.97
~ Less: provision for. bad debts fer acceunts recelyeble o ! 0.00 ~ 0.00
Net value of accounts receivable. o 13,536,548.32 | 12,176,250.97
____Advences to suppfiers L3 199,274.31 | 66,743:9_(__)_
Interest receivable .
Dividends receivable _ 1 - S
- Other receivables “_ 111.4 659,930. ooj 2,077,944.37
~ Less: provision | [er_ped_debts ef other rege_l_v_a_ble o 000, 0.00
Net value of other receivables 659,930.00 | 2,077,944 .37
Inventories - S 5 | 3,274,033.37 | 2,536,401.68
~ Less: impairment provision for inventories 0.00 | 0,00
_Net value of inventories e 3,274,033.37 | 2, 536 401.68
Non-current assets due within one yeer | - i _ ": -
Other currentassets 1.6 24,017.07,
TOTAL CURRENT ASSETS | ] 20,320,077.72| 20,170,573.09
NON-CURRENT ASSETS J o
Available-for-sale financial assets - ~ F .
~held-to-maturity investments - i N B )
~Less! impairment provision for held to matunt;_z___ugv_e_stment ] ) -
Net value of held-to-maturity investments | R o
~Long-term receivables - . i | o
Long-term equity investments ’ ' o
~ Less: impairment provision for Ieng term_eqmty investments " :
N__et value of long-term equity investments
Fixed assets - 1.7 2,155,358.88 |  1,819,524.12
Less: accumulated deprecranon I LY 1,152,779.95 | 972,848.41
__Less: impairment provision for fixed assets 0.00E 0_00
Netvalue of fixed assets 1,002,578.93 | 84667571
Construction in progress o 5
- Lessimpairment provision for constructionin progress | | i
Net value of construction in progress B |* .
Project materials o o - l B
Disposal of fixed assets S R _
Intangible assets |
Less: accumulated amortization ' ' .
Less: impairment provision for intangible assets N + :
Net value of intangible assets - _ __T | _
Development expenditure ~ - : o -
oot |
Less: impairment provision for goodwill o S
Net value of goodwili - i
Long term deferred and prepeld expenses . ; e
Deferred tax assets ' ' j i B
Other non-current assets __?_ ) - __
TOTAL NON-CURRENT ASSETS ] | 1,002,578.93 846 675 71
TOTAL ASSETS - _21,322,656.65  21,017,248.80
General Manager: Manoj Rakhecha Financial Manager: Manoj Rakhecha Prepared by: Tracy Chu
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Balance Sheet (ll)

Prepared by: Tianjin Monocon Refractories Co., Ltd.
LIABILITIES AND OWNERS EQUITY NOTES

Unite:RMB Yuan
31 Dec 2009 31 Dec 2008

- — 1 ——— — =g e e——e ML ST Wm0 RALEE L L -

CURRENT LIABILITIES:

—— - e

P L e

‘Shorttermloans
Transaction financial liabilities 1

___-N?_t?_? payable

J - - —_ ————————

_Accounts payable -

R

-—.u-.1-.l.-. S — '1-—-—..

10,667,641.37 7.4;5,9;?_1_-,_99‘__,

Advances from customers

Welfare payable 11.9 320,042.00 25163935

_Payroll payable . 1

taxes payable _ N .11 476,394.69 1 218,538.83

Interest payable ] I

Dividends payable | 1o | 6771,862.62  10,001,340.33

Other payables B L2 114,762.80 | 153,805.19
‘. |

‘Non-current liabilities due within one year o ]

Other current liabilities

TOTAL CURRENT LIABILITIES T

NON-CURRENT LIABILITIES:

—— L ETE T TTE—TWE rr L W e -
'

18,350,703.48  18,045,295.63

Long-termloans _ o o ) 5 :
_Bondspayable o ' —
_Long-term payable _ - | -

Special payable _ - | o
Accrued liabilities o |
___Dé_ferred tax liabilities - i | i : -
~ Other non-current liabilities _ . . i i h * ] -

TOTAL NON-CURRENT LIABILITIES

TOTAL LIABILITIES

18,350,703.48 = 18,045,295.63

OWNERS' EQUITY (OR SHAREHOLDERS' EQUITY): -

IRE!

1,655,373.00  1,655,373.00

u -
P ermmr e e e e e e e—— —— - - - P h el m e e e e e me—— emE m e m— = e A PR e s e Bl

Cepital suplyus

Paid in capital (or share capital)

__Less:treasury stock

—_—— -

_Surplus reserve k14

1,316,580.17 . 1,316,580.17

~General risk provision

Undistributed profit — © W15 000 000
Currency translation differences H I
Parent company interest j o : _ . ) )
Minority interest . - - _ _

TOTAL OWNERS' EQUITY

| ——— - - —_— = —rm . a = - e —————— ————— -

TOTAL LIABILITIES AND OWNERS' EQUITY

General Manager: Manoj Rakhecha

Financial Manager: Manoj Rakhecha

21,322,656.65 . 21,017,248.80

Prepared by: Tracy Chu
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Statement of Profit and Appropriation

Prepared by: Tianjin Monocon Refractories Co., Ltd.

ltems

1. Operating Revenue

Less: Operating cost

Tax and levies on operations

Selling expenses

Administrative expenses

Notes 2009
11,16 53,055,176.75_
11.17 35,318,141.14

Unite: RMB Yuan
2008

66,229,903.75

_—

7,688,157.81

1,380,464.20

16,895,180.41

.2,166,362.80

Financial expenses . 118 10583393 ~ 780.698.76
Asset impairment losses ﬂ B
Add: proceeds from disturbance of fairvaluve
Investment income } ]
include: investment income from associated enterprise and joint
ventures S

2. Operating profit

~ Add: non-operating gain

Less: non-operating loss

Inc:Losses on disposal of non-current assets

3. Total profit

Less: income tax expenses

4 Netprofit

Add: undistributed profits at the beginning of the year
o. Profit available for distribution .

Less: Staff and workers’ bonus and welfare fund

Reserve fund

6. Profit available for investors' distributic;n

Less: dividends payable

7. Undistributed profit

General Manager: Manoj Rakhecha

8,562,579.67

_ 8,309,927.74

11,19 59068 _
19 750000
L 8,563,170.35  8,302,427.74
11.20 1,722,905.08  1,495830.77
6,840,265.27 = 6,806,596.97
000 000
6,840,265.27 | 6,806,596.97
1115 68,402.65 68,065.97
- . 6,771,862.62 6,738,031.00

1o

Financial Manager. Manoj Rakhecha

0,/71,86262

T OAELETE S CTEA_FTET M T TET TERSE ST TR ETRrETTwE

0.00

6,738,531.00
0.00

Prepared by: Tracy Chu



Cash Flow Statement

Prepared by: Tianjin Monocon Refractories Co., Ltd. Unit: RMB Yuan
- ltems 2009

rar - -

1. Cash flows from operating activities:

Cash received from sales of goods or rendering of services  51,641,033.25
Refunded tax - B

- 54,436.83

Other cash received relating to operating __a_ctiy_i;ies

Sub-total of cash inflows L ) _51,695,470.08
~ Cash paid for goods and services | 36,536,207.10
Cash paid to and on behalf of employees S ___ o _970_,898.61 |

Tax paid - | 3,705844.20
' ~832,303.50

Other cash paid relating to operating activites

Sub-total of cash outflows  42,045253.41
Net cash flows from operating activities _9,650,216.67
2. Cash flows from investing activities: o
Proceeds of disposal of investments i _,

Cash received from distribution of dividends or profits

Net cash received from disposal of fixed assets, intangible assets and _
other long-term assets o .
Other cash received relating to investing activites o I
Sub-total of cash inflows ) -~ 0.00
Cash paid to acquire fixed assets, intangible assets and other'Ig_r__‘n_g;tgm_g_g@t_g_______ - 335,834.76
Cash paid to investment ,_ - - )
Other cash paid relating to investing activites _ -
Sub-total of cash outflows . 338uT
Net cash flows from investing activities . (335,834.76)
3. Cash flows from financing activities o * - ]
~_Proceeds from issuing shares :
Proceeds from borrowings - } o
Other proceeds relating to financing activities . I
Sub-total of cash inflows o o L 000
Cash repayment of amounts borrowed .
Cash payments for distribution of dividends, profits or interest expenses 10,001,340.33
Other cash payments relating to financing activities N -
Sub-total of cash outflows o ~10,001,340.33
Net cash flows from financing activities o . {10,001,340.33)
4. Effect of foreign exchange rate changes on cash o I | |
5. Net increase in cash and cash equivalents (686,958.42)
General Manager: Mano] Rakhecha Financial Manager: Manoj Rakhecha Prepared by: Tracy Chu
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Cash Flow Statement (continued)

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

lems 2009

L ey — — ——

1.Reconciliation of operating to cash flows from__[_w_gt__p_r_ofit:

Net profit | B o BB4a0e6e T

Add: Minority Interest

Less: Unidentified investment loss

- Add: provision for impairment of assets

Depreciation of fixed assets ] 179,931.54

Amortization of intangible assets

Amortization of long-term expenses o
Decrease of deferred expenses (less: increase) [
Increase of accrued expenses (less: decrease)
Loss of disp_os_al_ of fixed assets, intang_iblg assets _a_n_c_i_ot_h_e_r Iong—tgrﬂm assets(less:ggirl)m o
Loss of fixed assets discarding o _ f S -
- Finance expense N ! —
Investment loss (less: gain) o o )
Deferred tax credit (less: debit) ) e
Decrease of inventories(less: increase) ~ (737,631.69)

Decrease of operating items receivables(less: increase)

Increase of operating items payable(less: decrease) 4,470,093.04

Others - | 257,855.86
Net cash flow from operating activities  9,650216.67

m— =t = mm s [ — — 1 = i e—— e ——

2. Investment&borrowing activities not including cash in or out

Capital converted from gebt _
Convertible company bonds due within one year _ B
Fixed assets under finance lease _ __

Others e P

3.Net Increase of cash and cash equivalent

Cash at the end of period ) o | 2626 27465
Less: cash at the beginning of the period o 3,313,233.07

Add: cash equivalent at the end of period

Less: cash equivalent at the beginning of the period

Net increase cash & cash equivalent (686,958.42)

General Manager: Manoj] Rakhecha Financial Manager:. Manoj Rakhecha Prepared by: Tracy Chu
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Tianjin Monocon Refractories Co., Ltd:

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

L. General Profile

Tianjin Monocon Refractories Co., Ltd Chereinafter “the company”) is a wholly foreign owned company
established on September 18, 2002. The company obtained the approval certification “Shang Wai Zi Jin Wai Jin
7Zi [2002] No 0153 and the company’s business license 1s “Q1 Du Jin Zong Zi 014514” issued by the State
Administration Of Industry and Commerce of Tianjin .The registered capital of the company is USD200,000.00
with operating term of 20 years, Certified by Tianjin Tongxin CPA firms with capital Verification Report “Jin
Tong Kuai Yan Zi (2002) No 65”.

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

L1 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
policies 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.

J. Reporting currency

The Company’s reporting and presentation currency is the Renminbi (“RMB”). Unless otherwise stated. the
unit of the currency 1s 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 liabilities denominated in foreign currencies are translated into Renminbi at the rate of

exchange prevailing at the balance sheet date .Exchange gains and losses on foreign currency translations are
dealt with in the income statement. '

6. Cash equivalents

T'he cash equivalents are defined as those items meceting 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
of cash; and (4) bears low risk of fluctuation in value.

T

)



7.

8.

9.

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

The debtor 1s 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

[nventories 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 1s 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-of 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) Classitication 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
recoverable 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.

Ihe net gains and losses arising from the disposal of the fixed assets are recorded as non-operating
revenues 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 residual value is estimated at 10 % of the original cost.

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

Y
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[tem EStlméfgl/:;gm life Depreciation rate p. a.(%)
Manufacture Equipment | 10 9%
Office Equipment > | i 18%
Motor Vehicle 5 | 18%
Assistant Equipment 5 ] 18%

10. 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 eftective control over the goods sold; it is 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

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

1S 20%.

[1l. Major Items in the Financial Statements

1. Cash and Cash Equivalents

[tem Dec 31, 2009 Dec 31, 2008
Cash in hand 8,128.80 7,015.49
Cash at bank 2,618,145.85 | 3,306,217.58
Total 2,626,274.65 3,313,233.07

Cash at Bank is held as follows :

Bank Name & Branch Account No | Dec 31, 2009

RMB Bank Account

Bank of China — Tianjin Binhai Branch 08685108091001 2.064.856.76
HSBC _Tlanjm ['ED Sub Branch © 795-000699-011 | 240,970.90
Bank of China — Tianjin Binhai Branch 0868510809600 | 75,017.82
USD Bank Account |

|
HSBC Tianjin TED Sub Branch 105-000699-055 237.300.37

[ 0
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