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MATERIAL LITIGATION

On 15 September 2003, the Company filed a lawsuit against
Chengdu Cable Materials Plant (A% & E & #1 £HE) (the “Material
Plant”), an associated company co-invested and formed by
the Company and Chengdu Petroleum & Chemical Factory (X,
#A ML) (the “Petrochemical Plant”) and the
Petrochemical Plant at the Chengdu Intermediate People’s Court
in relation to the disputes over a loan guarantee agreement in
an amount of RMB7,186,348. The claims of the litigation include:
(1) Material Plant to compensate the Company an amount of
RMB7,186,348 which was borne by the Company for its joint
liability under a bank loan made to Material Plant; (2)
Petrochemical Plant to make up the deficiency in the registered
capital amounting to RMB7,000,000 to enable Material Plant
to repay its external debts; (3) to rule the two defendants to
bear the litigation fee.
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In November 1996, Material Plant borrowed a total amount
of RMB5,000,000 from the second branch of China
Construction Bank (the "Second Branch of Construction
Bank") in Chengdu and such loan was guaranteed by the
Company. On maturity of the loan, the inability of Material
Plant to repay the amount led to the Second Branch of
Construction Bank filing a lawsuit against it. To comply with
the order of the court, the Company had paid a total amount
of RMB7,186,348. As the registered capital contributed by
both investing parties was not sufficient, the Court ruled that
the two investing parties to make up the deficiency in the
registered capital (the case had been disclosed in the 1999
Annual Report), and the Company paid RMB3,000,000 to
make up the deficiency while the Petrochemical Plant has
not yet paid the RMB7,000,000 to make up the deficiency.

The ruling (No. 1060 of (2003) Cheng Min Chu Zi) from the
Chengdu Intermediate People’s Court on 29 February 2004
was in favor of the Company. The Company has filed an
application with the Chengdu Intermediate People’s Court
for specific performance of Petrochemical Plant with respect
to the making up of the deficiency in registered capital. At
present, the case has yet to be executed by the Court.

The Company sold television cables products to Chengdu
Jinjiang Chuandong Machinery Company (“Chuandong Co.”)
from 1997 to 2002. As at February 2002, Chuandong Co.
still owed an amount of RMB2,747,798 to the Company.
Chuandong Co. , upon the Company’s repeated requests,
had promised to repay RMB250,000 before 25 December
2002. However, Chuandong Co. still failed to repay the debts.
To safeguard its proper interests, the Company took legal
proceedings against Chuandong Co. at the Chengdu Jinjiang
District People’s Court (“Jinjiang Court”) stating that
Chuandong Co. defaulted on the repayment of debts
amounting to RMB2,747,798 to the Company.

The ruling (No. 301 of (2004) Jin Jiang Min Chu Zi) from the
Chengdu Intermediate People’s Court on 15 April 2004 was
in favor of the Company. The Company has filed an
application with Jinjiang Court for fieri facias order on
Chuandong Co.’s assets. At present, the order has yet to be
executed by the Court.
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The Company received a writ (No. 129 of (2004) Cheng Min
Chu Zi) from the Chengdu Intermediate People’s Court on 8
January 2004 stating that the Chengdu office of Huarong
Assets Management Company ("Huarong Assets") had
disputes over loan contracts with and claims against the
Chengdu Cables Factory of the Ministry of Posts and
Telecommunications (the predecessor of the Company) and
the Petrochemical Plant (together the “Defendants”). Huarong
Assets requested the Court to bring in a verdict ordering the
Defendants to pay damages of RMB3,351,000 (including
principal and interest accrued) to Huarong Assets.

On 20 May 2000, Huarong Assets entered into an agreement
on the assignment of creditor right (the “Agreement”) with the
Sichuan branch of the Industrial and Commercial Bank of China
(ICBC), Chengdu Shengli Chemical Factory (the “Chemical
Factory”) and Material Plant. The Agreement stipulated that
Huarong Assets acquired ICBC'’s creditor right over Chemical
Factory and that Material Plant should assume joint liability for
providing a guarantee in respect of the creditor right. After the
Agreement came into effect, the debtor Chemical Factory failed
to repay the arrears. Meanwhile, the operating licence of the
guarantor Material Plant was revoked by authorities for the
administration of industry and commerce on 16 November
2001. Material Plant has not been liquidated yet.

Following the ruling (No. 129 of (2004) Cheng Min Chu Zi) of
the Chengdu Intermediate People’s Court on 18 June 2004,
it was held that the Company and Petrochemical Plant should
liquidate the assets of Material Plant within 30 days as of the
effective date of the ruling, and that the assets of Material
Plant to be liquidated should be limited to its joint liability for
the guarantee in respect of Chemical Factory’s loan from
Huarong Assets in an amount of RMB1,900,000 and the
interest accrued.

To the knowledge of the Board of Directors, save as disclosed
above, none of the other members of the Company or the
Group were involved in any material litigation or arbitration
during the Period.




