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MANAGEMENT DISCUSSION AND ANALYSIS
(1)  Analysis of the Results

During the Period, the principal products of the Group were plastic
urban telephone cables (“Plastic Cables”), program-controlled
telephone exchange system cables (“Program-controlled 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
RMB277,350,000, representing an increase of 35.65% from
RMB204,456,000 of the corresponding period last year.

Loss attributable to shareholders of the Company amounted to
RMB36,395,000, representing a decrease in loss of
RMB24,239,000 from RMB60,634,000 of the corresponding period
last year.

Loss attributable to shareholders of the Company during the Period
was mainly due to:

1. The dramatic surge in the price of raw materials, in particular
the 41% increase in the average purchasing price of copper
materials over the same period last year, led to the swelling
in production costs. Because of the insignificant growth in
gross profit, the Group’s operating profit was adversely
affected by a number of factors including the rise in the
purchasing volume and price of copper rods, as well as that
in the cost of sales;
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2. Due to the seriously excessive production capacity of copper
cables in the PRC, manufacturers of such products faced
intense price competition. Competitors with solid strengths
responded to market competition of such products with price
cuts, which were made possible by adopting new
mechanisms for lowering operating and labour costs. The
Group resorted to price-cutting to compete with other
industry players;

3. As the oversupply of optical cables and fibres is an
unchangeable global trend, the PRC’s optical cables and
fibres industry continued to encounter a difficult operating
environment brought forth by price competition. Continued
losses recorded by Chengdu SEI Optical Fibre Co., Ltd.
(“SEI"), in which the Company has made substantial
investment, and Chengdu CCS Ogptical Fibre Cable Co., Ltd.
(“CCS”), an associate of the Company, had a direct impact
on the Company’s operating profit.

During the Period, the Group sold 1,607,700 pair kilometers,
254,200 pair kilometers and 675,300 sets of Plastic Cables,
Program-controlled Cables and cable joining sleeves respectively,
representing an increase of 80.95%, 257.02% and 8.43%
respectively as compared with the corresponding period last year.

During the Period, the Company’s gross profit margin of Plastic
Cables increased by 2.42%. This could be mainly attributed to the
efforts made by the Company’s management and sales force in
proactively negotiating with clients when the purchasing cost of
raw materials was rising. Such efforts resulted in two consecutive
rises in the selling price of Plastic Cables, which off-set part of the
influence on production costs exerted by higher prices of raw
materials and enabled the Company to achieve a growth in gross
profit.

During the Period, gross profit margin of Program-controlled Cables
decreased by 18.32%. This primarily stemmed from a decline rather
than a rise in the selling price of Program-controlled Cables as
compared to the same period last year, which was due to the intense
competition among manufacturers in the face of sharp increases in
the purchasing cost of raw materials. The less favourable profit-
making outlook resulted therefrom had created a great impact on
the realization of benefits for the Company.
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During the Period, subsidiaries of the Group engaging in the
production of optical fibres and cables continued to record
unsatisfactory operating results. Stiff market competition, which
led to the 12.39% and 13.68% drops in the average purchasing
costs of optical fibres and optical fibre cables respectively over the
same period last year, brought a considerable effect on the
performance of both SEI and CCS.

(2)  Review of Principal Operations

During the Period, under the leadership of the Board of Directors,
the Company further strengthened corporate governance and
adjusted its operational strategies in a timely fashion. Consequently,
the Company was able to maintain certain growth with a reduced
amount of loss amidst the highly competitive business environment.
The Company’s principal business activities during the Period are
summarized as follows:

1. To accomplish structural transformation and innovation, refine
product mix, and sharpen competitiveness and profitability
for the Company, the Board of Directors has determined to
bring in strategic investors so as to build up mutual benefits
by means of utilising capital market and expertise resources.
The ultimate goal of such practice is to carry out the second
reform of the Company on the basis of modern business
approaches and corporate governance requirements, which
will in turn drive the establishment of a more regulatory
structure for the Company.

2. During the Period, the Group has maintained a steady
increase in market share and a higher growth in sales volume
over the corresponding period last year. The Company has
implemented various measures to enhance the recovery of
payments for goods. As a result of the improved payment
recoverability, the sales-to-payments ratio rose by 70% during
the Period. As to marketing and sales, a number of new
sales strategies, incentive mechanisms and business
management measures were worked out and adopted after
fine-tuning previous sales strategies and consolidating the
marketing and sales team. Meanwhile, the Group has been
actively keeping abreast of market information, strengthening
market forecast and analysis work, conducting inventory
analyses and focusing on after-sales services for and
connection with major clients, so as to keep track of market
conditions, adjust selling prices and enhance the circulation
of capital reserve.




SREE X

CHINAPUTIAN

RAHIRE 8L T AR B A B
XERTE MESAEBRELE
B - BEEERE - TERAIRNE
EBAR - Z2RAEKEETIE
B HETEREREERMAR
Gk AVEL R

BTRABRRNQRMERER  WE
NAEME— SR EERE
2h o MIGEBUAINDITERR - R
HifE > EEeC b EARRRED)|
wmEesRAZERSMARHEEE
FRAR] ([&MFIAR]) EREL—MH
JET HB RENMBEEEHKE

BN R ([OLED])WAR] -
OLEDERABRIERENS 24
NEPAFRESGERESEERE
BREO—REZRE - RAQR)AE
Emi&BNEARE -

RA RS TSI R 5 [ &)
ERHIEITI+—RIEEXERESR
g BENZHEROHAE AR
MERa MR RMTeE - IR m
BT BRGEERRAZHRI -
SmtERE  AREHEERSDN
AR o NAHEIRTER T IRIEEE A
BRHEEBNRETLIE  ~NESHEH
BEERBRTEEEXNBEBE
EmEEEEmET O MRl
F o FERTAN - B7 - BBEIEEE
BEEENHE CEERMLELE
E o

During the Period, the Company improved corporate
governance, strengthened financial supervision and
management for joint ventures and associates, made efforts
to perfect internal sub-contracts and various management
systems, in addition to compiling duties and responsibilities
manuals for the management and supervisory technical staff.

With a view to adjusting its product structure, changing the
single-product situation, developing a new profit growth point
and expanding into areas other than fibres and cables
products, the Board of Directors approved the Company to
form a new company jointly with JHL High Technology Ltd.
(“JHL Ltd.”) in Sichuan Mianyang High and New Technology
Development Zone to design, develop, manufacture and sell
organic light emitting display (“OLED”) products, which offer
great growth prospects. The establishment of the new
company with JHL Ltd, marking a key breakthrough in the
Company’s branching out exercise in recent years, is a major
move of the Company to refine its product mix.

In line with market demand and technological advancements,
the Company has mapped out the “Eleventh Five-year”
business plan to enhance the research, development and
comprehensive technological renovation of new products,
fasten the pace of new product development, achieve
diversification and high technology of fibres and cables
products while restructuring its product mix. During the
Period, production volume boosting work for Program-
controlled Cables and mobile cables was completed; six high
frequency data cables passed the testing conducted by
Supervision and Testing Center for Wire Communication
Products of the Ministry of Information Industry; A11 cables,
B7 cables and fluorine plastic co-axial cables were developed
and in mass production.
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6. As aresult of improved financial supervision and management
for its subsidiaries and associates, the Group was able to
strengthen its control over fees and costs. Despite the difficult
market conditions, losses from operations dropped by
39.98% as a whole when compared with the same period
last year. During the Period, Shuangliu Heat Shrinkable
Products Sub-Plant developed some new products in line
with market demand timely. In particular, expansion into the
non-communication products market achieved substantial
results and economic benefits. After carrying out strict budget
control and reducing expenses, CCS recorded a 19.31%
decline in loss over the same period last year despite that
the average selling price dropped by 13.68% as compared
on the same basis. SEl recorded a 13.39% drop in the
average selling price and a 64.83% decline in loss. mainly
attributable to technological improvements, improved
productivity and product quality, reduced expenditure and
better cost control.

(3)  Financial Analysis

As at 30 June 2004, the Group’s total assets amounted to
RMB1,116,378,000, representing an increase of 0.26% from
RMB1,113,523,000 as at the end of last year. Non-current assets
amounted to RMB499,298,000, accounting for 44.72% of the total
assets and representing a decrease of 3.77% from
RMB518,884,000 as at the end of last year. Current assets
amounted to RMB617,080,000, accounting for 55.28% of the total
assets and representing an increase of 3.77% from
RMB594,639,000 as at the end of last year.

The net cash outflow from operating activities of the Group during
the Period amounted to RMB42,082,000. The net cash outflow for
the corresponding period last year was RMB29,139,000.

As at 30 June 2004, the Group’s bank balances and cash (including
pledged bank deposits) amounted to RMB179,055,000,
representing a decrease of 15.11% from RMB210,925,000 as at
the end of last year.
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As at 30 June 2004, the Group’s total liabilities (excluding minority
interests) amounted to RMB427,712,000 (as at 31 December 2003:
RMB386,023,000). The liability to asset ratio was 38.31%,
representing an increase of 3.64% as compared with 34.67% as at
the end of last year. Short term bank loans due within one year
amounted to RMB211,304,000, representing an increase of 14.7%
from RMB184,229,000 as at the end of last year.

During the Period, the Group did not arrange for other fund-raising
activities.

During the Period, distribution costs, administrative and other
expenses and finance costs amounted to RMB19,121,000,
RMB38,265,000 and RMB5,790,000 respectively, representing an
increase of 11.31%, a decrease of 19.14% and an increase of 5.64%
respectively as compared with RMB17,178,000, RMB47,323,000
and RMB5,481,000 of the corresponding period last year.

During the Period, the average gross profit margin of the Group
was 8.76%, representing a decrease of 3.39% from 12.15% of the
corresponding period last year.

During the Period, the trade receivables and inventories of the Group
amounted to RMB217,426,000 and RMB207,536,000 respectively,
representing an increase of 4.07% and 26.57% respectively from
RMB208,915,000 and RMB163,974,000 as at the end of last year.

1. Analysis of liquidity

As at 30 June 2004, the Group’s liquidity ratio and quick
ratio were 149.73% and 99.37% respectively. Taking into
account the overall characteristics of the industry and the
existing market conditions, the above financial 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, the Group should embark on
key study for the achievement of further improvement of such
ratio.
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Analysis of financial resources

As at 30 June 2004, the Group’s short-term bank loan
amounted to RMB211,304,000. This loan is repayable by
instalments and the Group has repaid those instalments due
for repayment. The Group has adequate bank and cash
balances of RMB179,055,000 after repayment of the said
instalment, thus, the Group is not exposed to risks in short-
term repayment.

As at 30 June 2004, the balance of a long-term loan for the
purchase of accelerators from France amounted to
RMB16,800,000 (equivalent to Euro 1,668,000) of which the
banking credit facility amounted to RMB5,930,000
(equivalent to Euro 589,000) at an interest rate of 7.35% per
annum, and the French government secured bank loan
amounted to RMB10,870,000 (equivalent to Euro 1,079,000)
at an interest rate of 0.5% per annum. Given the fluctuations
in the exchange rate of US Dollar 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
of 1997. As the balance of long-term loans was not
substantial, it does not have any impact on the operation of
the Group.

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 normal production and operation.
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(4)  Business Prospects

In the second half of 2004, the Company will take advantage of
strategic opportunities arising from technological and market trends
to consolidate traditional markets, identify and develop new items
and products based on the construction of China PUTIAN Chengdu
Industrial Base, modify timely the existing product mix and sharpen
the Company’s consolidated strengths. The Company attaches
great importance to the following areas of work with the objective
of achieving improvements in operating results.

1. While implementing its movement plan and deepening
corporate reform, strengthen internal management, drive the
establishment of a regulatory, consistent and effective
management system and continue to enhance the standard
of corporate governance; accelerate the construction of
China PUTIAN Chengdu Industrial Base, make positive efforts
to identify external cooperation possibilities and introduce
strategic investors at the right time to realize shareholding
diversification; conduct preliminary discussion and research
on identity change for staff to formulate a suitable solution
for state-owned staff members of the Company in this
exercise.

2. Perfect the technological innovation mechanism, raise
technical staff’s work initiative and mobility, as well as on a
self-regulatory development basis, strengthen cooperation
with outside research institutes, enterprises and foreign
companies in a bid to obtain the most advanced technologies
and accomplish technological innovation from a high starting
point; restructure the Company’s product mix to meet market
demand and technological and industrial developments
according to its three-year planning for technological
advancement; on the development of new products,
concentrate on developing indoor fibre cables, data
communication and electronic cables, together with cables
for automobiles, electric devices and power transmission.




SR X

CHINAPUTIAN

FPHEELHEBRANEEL AR
MISEHEEE  EEMSEHRNE
EBE - ERIF - THLEMS
IkiE - BB ES TSR F A
EEEPMRAEE BEEEE B
PEENTISMM - FEUEATIS
& - SRR EE - BIETIFE
Fr BEARMEREEST - R
TELHABME > NEEHAR
THEEDL  BETHEABNERE
A BHRALEAH o

BEMTEREEERENBRES
BHE  BTRERTERSE -
EHRERENTER - HBREH
TERTHERBREEST -
EHCEREG  BREEBEENBEX
ME1T o RS EIE - EeatE
B2 ERHEREMZES MBS
HEXR  MEESHE - 1505
ERMEEE MRS -

BRBEAELEMNESN - HIEM
EFERBAEBELENNEBOR
MERER - MAREREBM+
—hIEXHERMRIINIE - R
MEBIF R B R B - HEEE
RELENERSEE  HAEFNK
BHRREREY - BERSEAE
P8 T 5 2= [ B 38 R B R RO BT 0 808
BIFRE - RAENEEMENEMR
M B R AE B FRA - REE LR
B EER 28N HRETE
MEEBEERRRETKE -
BB - BRI -

Further improve distribution of sales and marketing
information. Expand sales and marketing perspectives to
keep a close watch on market demand, changing trends
and development directions. Take initiative to keep abreast
of the market situation and progressively respond to market
competition in order to consolidate the market positions and
increase the market share of Plastic Cables, Program-
controlled Cables and mobile cables. Step up business
management, streamline work procedures, raise the quality
of work and cut down inventory volume in a reasonable and
effective way. Concurrently, improve sales incentive
mechanism, increase sales personnel’s sense of responsibility
and implement a system of eliminating sales personnel with
substandard performance.

Improve and perfect the budget management institution and
budget management system. Implement the budget
execution reporting system; make regular summaries on
budget execution; conduct timely analyses of any abnormal
situations in the course of budget execution to identify any
problems and formulate measures for improvement and
ensure the effective implementation of the overall budget.
Improve financial projects, financing plans, management and
control of funds while reducing retained funds, speeding up
fund flows and controlling expenditure including financial
costs and management fees.

Tap the potential of associates and joint ventures, set out
and put into practice internal policies and management
initiatives for related joint ventures and associates, make use
of the relocation opportunity and the opportunity brought by
the “Eleventh Five-year” industrial development planning so
as to design and plan for the future, adjust the product mix
of associates and joint ventures and nurture new growth
points for economic benefits. Continue to look at new
economic cooperation projects with tremendous market
potential and a prosperous outlook, create conducive profit-
generating conditions for the Company and its products to
enhance the scale of operation and the quality of products
and to achieve a higher growth in profit. Support, restructure,
get rid of or terminate joint ventures and associates with
poor performance.




