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MANAGEMENT DISCUSSION AND ANALYSIS

(1) Analysis of the Results

During the Period, the principal products of the Group were
plastic telephone cables, program-controlled telephone
exchange system cables, television cables, cable joining
sleeves, optical fibres, optical fibre cables and mobile
telecommunication cables, etc.

During the Period, the Group recorded a total turnover of
RMB204,456,000, representing a 26.47% increase from
RMB161,670,000 as compared with the corresponding period
last year. Loss attributable to shareholders of the Group
amounted to RMB60,634,000 whereas the loss for the
corresponding period last year was RMB67,719,000.

Loss attributable to shareholders during the Period mainly due
to:

1. the rise in the price of copper, a raw material. The
average procurement costs increased by 7.17% as
compared with the corresponding period last year,
resulting in a rise in the production costs and
consequently the operating profit of the Group was
affected; and
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2. the optical fibres and optical fibre cables industry faced
severe difficulties as a result of the competition in the
prices of optical fibre and optical fibre cables produced
in the PRC. The average selling prices of optical fibres
and optical fibre cables decreased by 34.7% and 47.9%
respectively as compared with the corresponding period
last year.

During the Period, the Group sold 888,500 pair kilometers,
71,200 pair kilometers, 3,076 kilometers and 622,800 sets of
plastic telephone cables, program-controlled telephone
exchange system cables, television cables and cable joining
sleeves, representing an increase of 57.54%, 73.66%, a
decrease of 9.13% and 4.18% respectively as compared with
the corresponding period last year.

The keen competition within the cables industry led to various
degrees of decreases in the selling prices of the Group’s
products. The average selling prices of plastic telephone cables
and program-controlled telephone exchange system cables
decreased by 8.2% and 10.5% respectively, which had a great
impact on the Company’s performance.

During the Period, the operating results of the Group’s
subsidiary Chengdu SEI Optical Fibre Co., Ltd. (“SEI”), which
specialises in the production of optical fibres and optical fibre
cables, and an associated company Chengdu CCS Optical
Fibre Cable Co., Ltd. (“CCS”), remained unsatisfactory. Intense
market competition and substantial decline in the prices of
optical fibres and optical fibre cables have caused tremendous
difficulties for the production and operation of the two
companies, therefore affecting their operating results. The
performance of these two companies have a significant impact
on the Group’s overall performance.
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(2) Review of Principal Operations

Communication equipment manufacturers still faced severe
difficulties during the Period. In view of the difficult business
environment as a result of the changes in the market, the
Company’s management, led by the Board of Directors, set the
objectives of “strengthening reform, controlling internal
management, stepping up marketing and reversing loss to
profit” so that the Company maintained a certain growth in the
unfavourable market environment and led the staff in a
determined, confident and unified manner. The principal
business activities of the Group during the Period are
summarised as follows:

1. In order to adopt a new corporate operation mechanism
and increase the core competitiveness of the enterprise
in line with the market economy, a steering group and
office was set up during the Period. It was based on the
spirit of the documents of relevant state ministries and
commissions for promoting internal reform, capitalising
on assets and resources of the Company in a flexible
way and stepping up separation of ancillary production
unit and the support department.

2. As a result of active marketing of products, market
development, pro-active product sales and the
maintenance of a stable increase in the market share,
product sales increased substantially during the Period
as compared with the corresponding period last year and
the trade receivable recovered increased by 26% as
compared with the corresponding period last year.

3. In order to enhance technology innovation and new
product development capabilities such that research and
development of new products can be completed as soon
as possible and new products are put into production to
generate profit to increase the restructuring of wires and
cable products, the super category 5 cables developed
by the Company have been put into mass production.
The Ericsson fire resistant nylon cable has been awarded
UL certification and has passed the test smoothly at
Ericsson headquarters, and is now in large supply.
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4. The Group stepped up the management and budget
examination of its subsidiaries and associated
companies. Although the market condition this year was
more difficult than last year, the subsidiaries and
associated companies were able to overcome difficulties
by reducing losses substantially. For CCS, the average
selling prices fell by 47.9% as compared with last year
and total loss decreased by almost 15% as compared
with last year. While SEI strengthened its management
and cost control, the pass rate of its products increased
so that loss decreased by 17% as compared with the
corresponding period last year.

(3) Financial Analysis

As at 30 June 2003, the Group’s total assets amounted to
RMB1,085,209,000, representing a decrease of 3.27% from
RMB1,121,938,000 as compared with the end of last year.
Non-current assets amounted to RMB525,028,000, accounting
for 48.38% of the total assets and representing a decrease of
4.90% from RMB552,072,000 as compared with the end of
last year. Current assets amounted to RMB560,181,000,
accounting for 51.62% of the total assets and representing a
decrease of 1.70% from RMB569,866,000 as compared with
the end of last year.

The net cash outflow from operating activities of the Group
during the period amounted to RMB29,139,000. The net cash
outflow for the corresponding period last year was
RMB56,957,000.

As at 30 June 2003, the Group’s bank balances and cash
( including pledged bank deposi ts )  amounted to
RMB175,142,000, representing a decrease of 21.68% from
RMB223,613,000 as compared with the end of last year.

As at 30 June 2003, the Group’s total liabilities (excluding
minority interests) amounted to RMB350,371,000 (as at 31
December 2002: RMB321,501,000). The liability to asset ratio
was 32.29%, representing an increase of 3.63% as compared
with 28.66% of the end of last year. Short term bank loans due
within one year amounted to RMB168,820,000, representing a
decrease of 0.24% from RMB169,230,000 as compared with
the end of last year, which represented no significant change.
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During the Period, the Group did not arrange for other fund-
raising activities.

During the Period, distribution costs, administrative and other
expenses and financial costs amounted to RMB17,178,000,
RMB47,323,000 and RMB5,481,000 respectively, representing
an increase of 41.79% and 8.73% and a decrease of 16.89%
respectively as compared with RMB12,115,000,
RMB43,525,000 and RMB6,595,000 of the corresponding
period last year.

During the Period, the average gross margin of the Group was
12.15%, representing an increase of 8.41% from 3.74% of the
corresponding period last year.

During the Period, the trade receivables and inventories of the
Group amounted to RMB211,330,000 and RMB163,223,000,
representing an increase of 4.19% and 21.56% respectively
from RMB202,823,000 and RMB134,276,000 as compared
with the end of last year.

1. Analysis of liquidity

As at 30 June 2003, the Group’s liquidity ratio and quick
ratio were 167.48% and 118.68%. Taking into account
the overall characteristics of the industry and the existing
market conditions, the above information indicated that
the liquidity of the Group was at the average level and
the Group had a relatively good liquidity and debt
repayment ability. However, there was still room for
further improvement and the Group should focus on this
in the future for further study for a solution.

2. Analysis of financial resources

As at 30 June 2003, the Group’s short-term bank loan
amounted to RMB168,820,000. This loan is repayable by
instalments and the Group has repaid those instalments
due for repayment. At the same time, the Group has
adequate bank and cash balances of RMB175,142,000.
Accordingly, the Group is not exposed to risks in short
term repayment.
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As at 30 June 2003, the balance of a long-term loan for
the purchase of accelerators from France amounted to
RMB17,030,000 (equivalent to Euro 1,799,000) of which
the banking credit facility amounted to RMB6,810,000
(equivalent to Euro 720,000) at a rate of 7.35% per
annum, and the French government secured bank loan
amounted to RMB10,220,000 (equivalent to Euro
1,079,000) at a rate of 0.5% per annum. Given the
fluctuations in the exchange rate of US dollars on the
international foreign exchange market, there are certain
exchange risks involved in the Euro loans. The two long
term loans are payable by instalments with a maximum
repayment term of 36 years. As the balance of long term
loans was not substantial, it does not have any impact
on the operation of the Group.

3. Capital structure of the Group

The Group’s capital resources are derived from bank loans and
proceeds from share issue. To ensure proper utilisation of
capital funds, the Group has established a stringent and sound
financial management system. During the Period, no problem
was noted for payment of due debts and performance of due
obligations.

In the future, the Group will strengthen the control and
management of funds so that the funds can be fully utilised
whilst ensuring that production and operation are in normal
operations.

(4) Business Prospects

In 2003, the Company’s production and operations will still be
under tremendous pressure as competition in the cable
industry, in particular the market for optical fibres and optical
fibre cables will become more intense. In order to complete
production and operation and achieve targets thoroughly, we
are still confident in the work of the Group in the second half
of the year despite the tremendous pressure. We will focus on
the following areas and will do our best to improve the
Company’s overall performance:
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1.

2.

3.

1. Change our concepts, think in a unified manner,
accelerate corporate reform, strengthen internal
management and carry out overall optimisation of the
structure, reorganisation and integration within the
Company based on the spirit of the state’s documents on
the separation of principal and sideline business.
Strengthen the principal business, make preparations for
the separation of principal and sideline businesses and
for the change of the system for sideline business in the
light of the current status of the assets of the Company.
Promote the development of corporate reform through
reorganisation and separation of sideline business,
growth of quality assets, acquisitions and mergers,
supplemented by capitalisation measures.

2. Launch an information network for the marketing system
to the fullest extent, expand marketing strategies and
strengthen market research to understand the needs,
changing trends and development direction of the
market. Take a pro-active role in recognising market
trends and respond positively to the challenges arise
from market competition. Step up investment in target
markets, promote communication and connection with
clients, establish various distribution channels and
marketing networks, employ various modernised
marketing methods, expand sales channels, enhance
sales services for products, step up the formation of the
marketing team, improve the marketing incentive
mechanism and fully mobilise the work initiative of the
marketing staff.

3. Increase the corporate competitiveness with scientific
advancement, identify new projects and new profit
centres constantly, move into new areas in a positive
and steady manner, strengthen market research, capture
market information, understand the needs of the market
and develop new products continuously as required by
the market. On the basis of the Company’s existing
products, develop broadband telephone cable, indoor
optical fibre cables and new models of fire-resistant
cable. For the long-term development strategies of the
Company, open up investment areas for new projects
other than lines and cables and develop new profit
centres.
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4. Carry on the overall budget management, raise internal
management standard, establish a multi-level budget
system governing the budgeting of different units, correct
and adjust deviations of the budget implementation
promptly through stringently controlled budget
implementation procedures and appraisal of the
outcome of such budget implementation. Integrate the
business objectives across each production section of
the Company and stringently conduct appraisals of
responsible staff and units.

5. Carry on the strengthening of the management of joint
ventures, assist with all efforts and develop in a positive
manner profitable enterprises and products, strengthen
budget examination and management, minimise loss
incurred by enterprises through stringent cost controls,
and improve and perfect the contracting and reward and
penal system of joint ventures. Develop new profit
centres, make full use of the platform of a listed
company for carrying out capitalisation, replacing poor
assets and improve the strengths of the Company.
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