
BUSINESS REVIEW AND OUTLOOK

Operational Highlights

For the six months ended 30 June 2003

Sales volume (Thousand)

2003 2002 % Change

TVs — PRC market 3,251 3,054 +6%

— Overseas 1,472 512 +188%

Mobile Handsets 4,725 2,212 +114%

PCs 209 88 +138%

. The Group maintained an 18% market share in the domestic TV market.

— Enhanced product mix with rapid rollout of high-end products increased its share in the

high-end segment.

. Continued to record strong growth in overseas TV sales with a surge of 188%.

. Ranked as the top three best selling handset brands with a 12% market share in the domestic

handset market.

— The colour display handsets increased rapidly in the sales mix which helped maintain

the gross margin and average selling price.

. Ranked as the 3rd best selling consumer desktop PC brand in China, with a 6% market share,

and the 4th best selling PC brand in China.
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The TV Business

Sales of TVs in the China market saw a slight decline in the first half of 2003. Nevertheless, as the

proportion of high-end models in the total sales mix increased, sales turnover was up marginally. At

the same time, the market saw a further consolidation towards major brands. Competition in high-end

models intensified, with the battlefield shifting to rear projection and pure flat screen TVs.

During the period under review, the Group adjusted its product mix through the launch of new

products. The widened product offering strengthened the Group’s competitive edge in the different

market segments. Domestic TV sales in China amounted to 3.25 million sets, representing a year-on-

year growth of 6%. According to the Ministry of Information Industry, TCL’s market share in the

domestic TV market was 18% in the first half of 2003, staying on a similar level as last year.

A total of 43 new models were launched during the period under review. Among the new products, 17

were high-end TV models which include Plasma, HID rear projection, LCOS rear projection, LCD TVs

etc. The remaining 26 were CRT TVs with enhanced progressive scanning functions. Statistics from the

China Economy Consultancy indicate that TCL’s share in rear projection TVs increased to 7%, ranking

as the 7th in the PRC market, while TCL’s plasma TVs accounted for 14% of the share to rank 3rd in

the PRC marketplace.

Increased sales of high-end products in the first half of 2003 enabled TCL to maintain a stable average

selling price. Unfortunately, since sales and marketing activities were delayed due to the outbreak of

SARS in the second quarter, sales turnover in the first half of the year was lower than expected.

Owing to ferocious market competition and the increase in CRT price which was exceptionally low in

the first half of 2002, the earnings of this business were lower than the corresponding period last

year, with the gross margin narrowing from 22% to 19% this year.

The Group achieved a major breakthrough in the development and application of driving circuitry and

control technology of Plasma TVs in China. These pioneering technologies were recognized by the

State as one of the most advanced in China.

The Handset Business

The demand for mobile handsets remained strong during the period under review. In an effort to

increase market share, handset manufacturers speeded up product rollout to stimulate consumption

sentiment, intensifying market competition.
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With an acclaimed brand name and superb product design, sales of TCL handsets continued to grow

strongly by 114% to 4.72 million handsets during the period under review. According to the Ministry of

Information Industry, TCL enjoyed a 12% market share, ranked as the third best selling handset brand

in the PRC in the first half of 2003.

In line with the Group’s expectation, the average selling price in the first half of 2003 decreased while

inventory increased — a result of the rigorous competition and the adverse impact of SARS. In spite of

these factors, riding on its cost advantage, economies of scale, product differentiation and effective

marketing strategies, the Group met its preset sales target and penetrated into the high-end colour

display and low end markets.

In response to market changes, the Group increased the scale of its chipset-based production and its

ratio in total manufacturing output to lower production costs. A total of 15 new handset products were

launched during the period under review, including colour display models as well as handsets with

camera functions. Receiving overwhelming market response, the Group believes that sales of colour

display models will rise continuously, stabilizing the overall gross margin and the average selling price.

The PC Business

The PC industry in China recorded double-digit growth in the first half of 2003. With respect to product

prices, the price line continued to move down as no technological breakthrough in terms of CPUs or

related parts were developed. While the application of PCs as a domestic electrical appliance is still in

an infancy stage, the Group expects this application to enjoy higher popularity within a year or two.

PC business was not hurt by the SARS outbreak. Following its operational restructuring and

enhancement, the PC business showed a solid and stable growth trend. The Group is pleased to see

that sales increased during peak seasons, remained stable during low tides, and resulted in record

growth.

Sales of PCs in the first half of 2003 increased by 138% to 209,000 sets. According to an IDC report

released in the first quarter this year, TCL was ranked number 3 in the home desktop PC market, with a

share of 6%, while the ranking in the overall PC industry was number 4, with a share of 3%. These

satisfactory performances have reduced the distance between TCL and other major players.

Cost control is regarded as a major task during the period under review. Launching a ‘‘Customised PCs’’

initiative, the Group is focused on optimizing R&D, procurement, logistics, etc. Gross margin increased

from 8% to 9%. Addressing the gradual decline in product prices, the Group improved its earnings by

expanding the sales network, strengthening the supply chain, streamlining its retail shop fronts as
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well as maintaining product competitiveness. Meeting the trend of applying PCs as a general domestic

electrical appliance, the ‘‘Ruixiang 7000’’ series PC, the Group’s key high end product that carries

standalone TV viewing functions, recorded satisfactory sales during the period under review.

The Overseas Business

In addition to its customer-driven and market-oriented focus, the Group is also committed to

developing its business globally. Overseas TV sales, having grown significantly in 2002, experienced

further high growth in the first half of 2003. Sales achieved in the first half of this year exceeded full

year sales of 2002. Overseas TV exports increased 1.9 times during the period, with sales of both TCL

branded and OEM products reaping fruitful results. However, as the percentage of sales in the OEM

business increased slightly, the overall gross margin decreased marginally.

TCL branded TVs are primarily sold in Southeast Asian markets and are widely accepted in these

regions. Sales recorded a year-on-year increase of over 20%. As these markets become more mature

and are ready for large display TVs and high end products, the Group is exposed to ample growth

opportunities. The Group will continue to develop both TCL branded and OEM products. With existing

markets forming the solid basis for business expansion, it will continue to explore nearby markets and

new emerging markets.

During the period under review, the anti-dumping lawsuit against the import of CRT TVs of over 21’’ in

size to the US market was submitted to the US Department of Commerce (DOC) and US International

Trade Committee (ITC). Results of the ruling will not be available until the first half of 2004. Although

the Group did not adopt a low pricing strategy to acquire market share, in face of the uncertainty, the

Group is prepared to take necessary steps to adjust its US business strategy.

Schneider in Germany was still in its investment stage during the period under review, incurring a loss

of about HK$23 million. Despite the loss, the Group made considerable progress in developing its

business network in Europe. It has also developed and realized new product series to be launched at

the IFA Consumer Electronic Products Expo in Berlin by the end of August. It is anticipated that the

new products launched at the IFA will be the key products for the second half of 2003. As such, the

Group expected Schneider’s business to be in full operation after the IFA Expo.

The AV Business

Markets in the urban area grew rapidly during the period under review. Prices of DVDs declined

despite the increase in market size. No major change was seen in the market for VCDs, whereas the

demand for Super VCDs decreased substantially.
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As is the case with other businesses, the AV business was adversely affected by SARS. Sales

revenues from the AV business were therefore lower than expected. However, with improved

operational efficiencies, losses were narrowed.

The Group launched a mini audio system 5.1 compact set during the first half of the year. The light-

weight product with good sound quality was welcomed by customers. It stands a good chance of

becoming a popular mainstream consumer product in the near future.

In response to market changes, the Group underwent an internal management restructuring in

research and development, procurement and sales in order to generate synergies and to strike a

balance between domestic and overseas markets so that the two arms complement each other. The

Group also adopted an adjusted strategy — penetrating the market with low-end products while

building a quality image with high-end products. The rollout of low-end products was expedited to

meet this goal. A handful of new products will be released in the second half of the year.

The IT Business

The Group strategically adjusted the focus of its distance learning business during the period under

review, moving from offering network education service for the China Central Radio Television

University (CCRTU), to a self-developed open distance-learning educational platform for the community

as a part of the public services. In addition, the Group also launched an examination software, a

search engine for the CCRTU, and a distance training and educational management system. In terms of

R&D development, the Group expanded from a single formal academic software product to include the

provision of both academic and non-academic educational software products on a diversified range of

topics.

To consolidate its resources for the development of distance education, the Group has entered into an

agreement for the disposal of its networking equipment business. An accounting profit of about HK$2

million will be realized upon the completion of the transaction. The market for distance education is

emerging. Though in a premature stage, it is rapidly gaining ground in terms of acceptance and

understanding in the community. The Group believes that it will soon become a major focal point for

consumer spending.
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Future Outlook

Having experienced the difficulties brought about by SARS, we are pleased to see that SARS is now

under successful control, and business in general is returning to normal. For the domestic TV business,

the Group will increase its sales and distribution capabilities in the first and second-tier markets in the

second half of the year. It will also strengthen its high-end product range to enhance earnings and

reinforce its market leadership.

As the inventory for handsets started to pile up in the market, in parallel with keener market

competition, manufacturers are facing higher uncertainties. The average selling price is expected to

decrease even further under the current fragmented, complicated, and unstable market environment. It

is expected that the market will experience a consolidation phase, and inevitably only the strong

players will survive. The Group will be devoting resources to build its brand and introduce new market-

driven products, strengthening product differentiation and speeding up the pace of new product

launches. To bolster its presence further and increase market share, the Group will further penetrate

the market with both low-end products as well as high-end colour display models.

In the PC business, TCL will concentrate on raising its competitiveness. Looking in the second half of

the year, the Group’s strategy will be focused on the provision of ‘‘Customised TCL PCs’’. The Group

will keep an eye on opportunities for the establishment of new sales points. The aim is to achieve a

sales breakthrough during the high season through a highly flexible product combination. New

products to be launched will offer a comprehensive solution for the set up of a ‘‘personal AV centre’’,

while PCs for commercial use will, building on the foundation of TCL’s advantages in the educational

sector, extend to government units and related projects to pursue volume growth.

Manufacturers in China are playing an increasingly important role in the international arena after

China’s entry into WTO. Competition on a global basis, in conjunction with the adjustments within the

industry, have brought about both opportunities and challenges. Under this backdrop, the Group is

formulating a global strategy that will optimize its position, attend to market changes, and encourage

innovation. In anticipation of continued growth in the second half of the year, the Group will stiffen its

competitive edge by exploring win-win opportunities with strategic alliance partners to deepen

relationships. These initiatives will all drive towards one goal — to boost TCL’s competitiveness in the

international marketplace.
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FINANCIAL REVIEW

Results

The Group achieved a turnover of approximately HK$6,248 million for the first half of 2003,

representing an increase of 16% compared to the same period last year. Profit attributable to

shareholders was HK$265 million, compared to the corresponding period last year of HK$253 million.

Televisions and mobile handsets business continued to be the Group’s major profit contributors. Profit

from TV and mobile handsets represented 54% and 50%, respectively, of the Group’s net profit in the

current year.

Turnover and gross margin of televisions was HK$5,179 million and 17.4% respectively, an increase of

21.6% and a decrease of 3.4% as compared to the same period last year. The major growth in turnover

came from export sales. Export sales represented 20% of the total TV sales in 2003 (2002 : 10%). The

generally lower margin of the exports sales resulted in the decline in overall gross margin from 20.8%

in 2002 to 17.4% in the current year. Operating profit is further affected by the initial set-up and

investment cost of Schneider, our new sales and manufacturing arm in Europe.

Mobile handsets business continued to maintain its leading position in the PRC. Turnover increased

more than 59% to HK$4,880 million. As expected, as a result of severe competition and the Group’s

strategy to broaden its product mix to mid-end product lines, overall gross margin of handsets reduced

by 6% to 20%.

With the gradual recovery of the PC industry in China and the Group’s effective cost-control policies,

turnover of PCs surged by 86% to HK$728 million with gross margin of 9%, a slight improvement as

compared with last year.

The unexpected outbreak of the SARS in China and other parts of the world during the second quarter

of 2003 had a widespread effect on both the domestic and international economy. Under this

backdrop, consumer consumption weakened, and the May 1st national holidays, which is usually

associated with strong spending sprees, passed without much sales stimulation this year. Sales of TVs

and handsets slowed down during the second quarter as a result. Despite all these challenges, being a

leading consumer electronic brand in the PRC, and with the Group’s successful experience in beating

other competitors during the TV price war in the previous years, we have full confidence of meeting

our sales target, maintaining a reasonable level of margin and continue to provide satisfactory return

to shareholders.
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Significant Acquisitions and Disposals

On 18 June 2003, the Group entered into an agreement with subsidiaries of TCL Corporation, its

ultimate holding company, for the disposal of the entire equity interest in TCL

(‘‘TCL Network’’) at a consideration of approximately HK$12.5 million. The principal activity of TCL

Network is the development and sale of computer network equipment. Details of the transaction are

set out in the Company’s announcement dated 18 June 2003.

Apart from the disposal as set out above and certain additions to the Group’s plant and equipment,

there was no major investment or disposals during the period. Total capital expenditure amounted to

approximately HK$159 million.

Liquidity and Financial Resources

The Group consistently maintained a strong liquidity position throughout the period. Through its

centralized treasury function, the Group was able to make efficient allocation of its financial resources

and reduce any unnecessary financial expenses. The cash and bank balances as at 30 June 2003

amounted to HK$729 million, of which 24% was maintained in Hong Kong Dollars, 40% in US Dollars,

33% in Renminbi and 3% in other currencies for the overseas operations. At the period end, all the

bank loans were clean loans without any charges or securities required. All of them were subject to

floating interest rates. The Group’s gearing ratio at the period end was 0.2 which is calculated based

on the Group’s total interest-bearing borrowings at approximately HK$759 million and the

shareholders’ funds of approximately HK$3,662 million.

There was no material change in available credit facilities when compared with the year ended 31

December 2002 and there was no asset held under finance lease at the period end. Convertible notes

were subject to fixed interest rate at 3% per annum. No convertible notes were converted or

redeemed during the period.

Foreign Exchange Exposure

Since most business transactions conducted by the Group and payments made to suppliers are made in

either Hong Kong Dollars, US Dollars or Renminbi, no use of financial instruments for hedging

purposes is considered necessary.
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Employees and Remuneration Policy

The Group had a total of 18,000 dynamic and talented employees, of which approximately 3% was

management level, 18% was technical staff, 9% was clerical staff, 30% was sales & marketing staff,

and 40% was workers. They were all dedicated to advancing the quality and reliability of our

operations. Total staff costs for the period was HK$221 million. Remuneration policy was reviewed

regularly, making reference to current legislation, market condition and both the individual and

company performance. In order to align the interests of staff with those of shareholders, share options

were granted to employees under the Company’s share option schemes. Share options granted to

directors and employees and remained outstanding at the period end totaled 103,481,838 units.

Management Discussion and Analysis

26


