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Results in 2001

I am pleased to submit the operating results of Luoyang Glass Company Limited
(the “Company”) and its subsidiaries (the “Group”) for the year ended 31
December 2001 to all shareholders. Under the PRC Accounting Standards, the
Group recorded income from principal operations of RMB817,277,000 for the
reporting year, representing a decrease of 9.34% from last year; net profit of
RMB9,868,000, representing an increase of 85.05% over last year, earnings per
share of RMB0.014.

Business review
The Company's position in the industry

The Company is the place of origin for one of three great float glass production
methods “Luoyang Float Glass”. The Company has six production lines of float
glass and is the largest producer and distributor of float glass in the PRC. The
Company is in a leading position as a listed company within the industry. During
2001, the Company produced 11,615,700 weighted cases of 1-25 mm high
quality float glass in different brands, colours and specifications. The Company
achieved sales income of RMB817,277,000. The Company was in a leading
position in the industry in terms of production volume and sales income.

Major business and operating results

The Group mainly engages in production and sale of float flat glass and
reprocessed glass, of which the floating flat glass accounted for 95.77% of
income from principal operations and 98.89% of principal operating profit;
reprocessed glass accounted for 4.23% of income from principal operations
and 1.11% of the total profit from principal operations.

The geographic area and its ratio of sale volume are as follows: Eastern China:
approximately 11.08%, Northern China: approximately 10.21%, Central China
approximately 45.60%, Northwestern China approximately 8.00%, Southwestern
China: approximately 16.7%, Southern China: approximately 8.40%.

Main products

Over 10% of the income and profit from principal operations is float sheet glass.
During 2001, the Group's sale income from float sheet glass was
RMB&817,277,000 cost of sales was RMB666,979,000 and gross profit ratio
was 18.39%.

Major supplier and customer
During the reporting period, five largest suppliers accounted to 29.6% of the

total purchases and five largest customers accounted to 15.89% of the group
turnover.
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Business review (continued)
Existing difficulties and measures to take

During 2001, the glass industry experienced excessive expansion, orderless
competition, price decline and the efficiency decrease. Confronted with such
situation, the Company's staff and management, under correct leadership of the
Board of Directors, carried out activities of the “year of quality”, duly
implemented the working guideline of “improve quality, create competitive
advantage, rely on technological progress, strengthen development, carry out
innovation and improve capacity”, strengthened internal management, took
active measures to overcome such negative factors as increasing price of raw
material, intensity of rail transportation and over inventory, devoted great efforts
in improving product quality, optimizing variety, sizes and specification,
exploring potential, reducing cost, disciplining the enterprise and improving
competitive advantage and produced 11,615,700 weighted cases of float glass
during the year and recorded a net profit of RMB9,868,000. During the year,
the Company mainly focused on the following:

1. Initiated by the activities of "year of quality", promote the quality
management to the next level and strengthen product competitiveness

(1)  Strengthened quality awareness and education, improved staff's
responsibility of quality control: Firstly, organized product
exhibition, studied quality promotion material, ensured that staff
are fully aware of the urgency and importance of improving quality;
Secondly, organized staff in charge of production to visit major
customers and asked for their opinion to experience the market
pressure and learn the existing shortcomings thus motivated to
improve and enhance product quality.

(2)  Focused on management of production procedure, strengthen
control of production process and improve product quality

(3) Targeted on satisfying market demand, tentatively organized
production, improved marketing service: First, float glass
production line No.1 of the Company (“Float Glass Line No.1”)
has developed 25 mm extra-thick and extra-large glass after
technological renovation which resulted in long-term stability of
product quality and has maximized customer's demand; thick glass
of over 8 mm accounted for 53.62% of the total production volume.
Float glass production line No.3 has made breakthrough in terms
of product variety and specification. Secondly, the Company
initiated technology competition among staff, which has enhanced
business capacity of staff. Thirdly, the Company strengthened sale
service, formulated “Implementation Standard of After-sale
Service of float glass”, which has set out standard for service
before, during and after sale.
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Business review (continued)

Existing difficulties and measures to take (continued)

2.

Prompted by the technological renovation project of super-thin glass
production line of Luobo Group Longmen Glass Company, a subsidiary
of the Company (“Longmen”), the Company has boosted technology
progress and realized breakthrough and innovation of “Luoyang Float
Sheet Glass Technology”

(1)  Float Glass Line No. 1 Phase III has made significant breakthrough
in terms of variety and quality. Firstly, 25 mm extra-thick and extra-
large (4.2x12m) float glass was successfully developed which was
the first in the country representing new breakthrough of “Luoyang
Float Glass Technology”; Secondly, the monitoring equipment for
existing line's shortcoming was installed and satisfactory results
was achieved upon trial operation. As results, the accuracy of
quality inspection and passing rate was improved significantly;
Thirdly, the Company paid attention to research on those factors
affecting stability of product quality, such as micro-shortcoming
of glass and quality requirements on glass raw material. The
Company also strengthened study and application of “Luoyang
Float Sheet Glass Technology” software and gradually changed
from operation based on “experience” to operation based on
system, procedures and regulations. As at present, technology and
quality of Float Sheet Glass Line 1 product has reached the level
of the production line adopting overseas advanced floating
technology.

(2)  Technology renovation project of Longmen was successfully
completed and super-thin glass of less than 2mm was produced. A
couple of breakthrough has been made during the process. This
production line was the most advanced among the Group's
production lines and it was the first time for the Technology Center
to complete the most advanced design task mainly on its own
efforts and resources. Furthermore, project organization and
management was much standard. Longmen’s super-thin production
line commenced production on 23 September the commencement
of production of Yintouzi on 25 October was successful and
concurrently produced high quality glass of 3 mm, 2 mm, 1.8 mm,
1.5 mm, 1.3 mm and 1.1mm, especially, the 1.5 mm 1.3 mm and
1.1 mm products have reached a stable production level, which
not only the first in the country but also led “Luoyang Float Sheet
Glass Technology” to a new stage. This production line will
contribute greatly to the adjustment of product mix, improvement
of technological component and added-value of product and
increase of enterprise competitiveness.
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Business review (continued)
Existing difficulties and measures to take (continued)

3. Adopted variety of forms and tunnels to explore internal potential and
continuously reduce cost and expenses.

4. Standardized regional sale network, implement flexible and effective
marketing strategy to maximize profit.

5. Strengthened supervision and management to govern the Company in a
disciplined manner;

6. Tentatively promoted system innovation, strengthened capacity to cope
with market change and improved competitiveness on the whole.

The Company's financial status

Based on the Group's financial statements for the year 2001 prepared under
PRC Accounting Regulations, the Group's total asset was RMB3,121,000,000,
shareholders' fund was RMB1,562,584,000, total long term liabilities was
RMB179,664,000, profit from principal operations was RMB 146,406,000, net
profit was RMB9,868,000, representing an increase/(decrease) of 8.029%,
0.636%, 925.362%, (48.621)% and (85,046)% over the previous year.

The above increase/(decrease) was mainly due to the speedy expansion of the
glass industry in the PRC and the disorder market competition causing a
significant decrease in prices. As a result, the total assets and shareholders’
fund edged up slightly over last year and profit from principal operations and
net profit plunged dramatically when compared with the previous year. As the
Company has undertaken a number of technological renovation projects during
the reporting period, bank borrowings had increased. Consequently, long term
liabilities for the reporting period had increased when compared over last year.

Investment of the Company

During the reporting period, the Company's total investment was
RMB208,316,000, representing an increase of RMB186,097,000 or 11.94% over
last year.

(1)  Use of proceeds

There had been no use of proceeds during the reporting period nor use of
the proceeds commenced before the period which has been extended to
the period.

(a)  During the period, the registered capital of China Luoyang Float
Glass Group Financial Company of Limited liabilities (“CLFC”),
an associated company of the Group, had been increased from
RMB100,000,000 to RMB300,000,000. The Company
correspondingly increased its investment in CLFC by
RMB71,000,000.
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Investment of the Company (continued)

2)

3)

Other investments (other than proceeds)

(b)  During the period, the Company, its holding company and another
third party, had set up the production lines of float glass, namely,
CLFG Yang Shao Glass Co., Ltd. (“Yang Shao”), which has
commenced operation in April 2001, in Mianchi, San Men Xia,
Henan, the PRC. As at 31 December 2001, the Company’s total
investment in this subsidiary amounted to RMB40,000,000.

During the reporting period, no use of proceeds prior to the reporting
year continued to the reporting year.

During the reporting period, there has been no change of material
importance of the Company's operating environment and macro policy.

Liquidity and capital structure

The cash and cash equivalents at the end of the year amounted to
RMB 137,337,000, including US$2,995,000 (2000: US$3,310,000) and
HK$11,867,000 (2000: HK$5,252,000), representing an increase of
RMB25,660,000 compared to RMB111,777,000 in 2000. The net cash
inflow from operating and financing activities are utilised to pay interest
expenses of borrowings and finance investing activities.

During the year, the Longmen’s production line underwent a renovation
project. In addition, the Group increased its investment in CLFC. It led
to a net cash outflow from investing activities of RMB183,419,000 (2000:
RMB63,665,000).

As at 31 December 2001, the borrowings of the Group totalled
RMB1,039,267,000 of which RMB6,651,000 (FFR6,617,000) were
borrowings in foreign currency. The interest rate of borrowings were
fluctuated in accordance with prevailing interest rate of the Organisation
for Economic Co-operation and Development and PRC prevailing interest
rate for working capital loans. The Group did not enter any financial
instruments for hedging purpose. As at 31 December 2001, the gearing
ratio of the Group (total interest bearing loans / shareholders’ fund) was
66.5%, representing an increase of 7.9% as compared to 2000.

Capital expenditure of approximately RMB2,094,000 is expected to be
incurred in 2002, which was mainly for the construction of new office
building of the Company.

The Company believes that budgeted capital expenditures can be funded
from cash gererated from operations .




EEREE (#)
Chairman’s Statement (Continued)
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1+ BEELAF 1. Controlling companies
EEER HEHAFERE
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Direct
Name of Registered attributable Principal Net profit / (loss)
company capital equity interest activities  for the period (RMB’000)
%
BRI A A B #20,000,0007¢ 79.06 TS ¥ P AR5 (9,749)
Luobo Group RMB 20,000,000 Manufacture of
Longmen Glass float sheet glass
Company
R\ 5 e A R 0 )
(T\ED A B #120,000,00078 52.25 SO PR 311
Chenzhou Bada RMB 120,000,000 Manufacture of
Glass Co. Ltd float sheet glass
(“Bada”)
T TR T 400 i B A B 74,800,000 54.00 RGP R 247
AT ()
Luoyang Glass Group YangShao RMB 74,800,000 Manufacture of
Glass Co. Ltd (“Yang Shao”) float sheet glass
2y BRATFE 2. Invested companies
=83 30 BB FE A E
NCIEY AMER BREBDL FEEK /() (NR¥T0)
ARETT
Direct
attributable
Registered equity Principal Net profit / (loss)
Name of company capital interest activity for the period (RMB’000)
RMB’000
HHREREAHRAF 41,945 49% He 7 A (11,303)
Luoyang Jingxin Ceramic Co. Ltd Manufacture of ceramic
wall tiles
v 9 1 A 100,000 40% L 5 M B 8,225
B A R AL AT
China Luoyang Float Glass Provision of financial
Group Financial Company services

Limited (“CLFC”)




EEREE ()
Chairman’s Statement (Continued)

— & —

_— T -

1>

FRERIGRH

T I ) Pk B A R

(1)

WA i EE AR FH
B R AE > BY B T 5
8 B 2 e T A LR A K o ]
IR > IAWTOR » | 5 HALAT
LR lit)) e N E
AT 9 BRI B > BEBER B K
B B 08 i ) R R o

B 5 4 5 S A L, > K
[ A A IR A A B e
WA 5 A I AR A RS L )
JEE SV A 4 0 1 R R

IMAWTOR » 548 i 2 B AL 3
R R SRBUAT R
il - BT - A~ B - R
fefbEheS) - NEFREMBEBE
S0 2 75 AR T B RE S B B R
§%%ﬁﬁi 0 UN LS

T S BB A AR S i 2 N 19 3 5
F o ARE IR I B S
AR ~ ]SRN U I A
W ARG B % M > SE AR E T
BEFHES ~ ALK RE S AR RO

1574
2

EREERMBET > FBE WA
WTOM > B i th LR 888h » A2
RO JE - 452 A 1 PR 3530 i 53 0
BEFIE S o 1 3 TR AL HE R A
SRS B Tz 74 3 K B 5% B
Wi 3 A\ TR PR PR B > b R
AL ERRH) > BB R
mk > RERMEEM IS - 1
B > FeBh b ARLEBA &
AR — T A 3 R R A ]
o

Prospect for 2002 and work arrangement

1

Challenges and positive factors

0y

2

©)

4)

The new cycle of repeated production of glass industry resulted in
excessive expansion of the production volume of glass industry.
Domestic glass market will confront more serious over supply.
Furthermore, upon entry into WTO, liberalization of trade and
opening of market will put enterprises in severer competition and
challenges from overseas glass manufacturers.

State government will implement strategic structural adjustment
for state-owned enterprises upon transformation of economic
systems. Enterprises will face new challenges of coping with these
changes and adjustments.

Upon entry into WTO, globalization of world economy was
enhanced. The Company will face the challenge of new rules in
terms of operating system, management means, product,
technology, internationalized operating capability, personnel
ability and value system.

Confronted with existing and potential strong competitors, some
in-depth conflicts and problems of ideas and systems formulated
during the central planning era have not been resolved yet, which
will bring negative impact on market competitiveness and
innovation capability.

However, it is expected that upon the formal entry into WTO,
export of glass products will increase, which will release the
pressure arising from orderless competition in domestic glass
market. The urbanization process, acceleration of towns and
villages, implementation of grand development strategy of west
region and success bidding of Beijing host of Olympic Game will
greatly boost investment and demand for construction material.
The Group will in good position in the new competition if we
could grasp the opportunity.
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Operating objective

Production volume target:12,400,000 weighted cases; sale income:
RMB900,000,000; comparable cost: reduced by 2%.

Measures to take

To encourage innovation and explore potential, to maximize
income and save cost, to increase market competitiveness;

To satisfy market demand and increase customers' satisfaction, to
focus on technological research, to enhance technological
innovation and realize high quality and stable production;

To accelerate reform of marketing system, to implement flexible
and effective marketing strategy, to tentatively cope with new
competition;

To enhance training and cultivate a team of staff complying with
market economy, to create human resource advantage;

To open up mind and change ideas, to promote “duty objective
realization” activity on basis of the project of satisfying customers,
to seek innovation of political work; and

To strengthen management of major controlling subsidiaries:

Longmen : improve its internal management, accelerate
system innovation and technological innovation, to realize
long-term and stable production of high-quality extra-thin
glass to satisfy market demand.

Chenzhou Bada Glass Co., Ltd. (“Bada”): to ensure
operation of pit as well as production, to endeavor to realize
stable production, to improve product quality and to take
care of preparation works prior to cold maintenance.
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Yang Shao: to set up work model of management, to
optimize and standardize internal management and
management fundamentals, to explore potentials, to
strengthen and maintain cost advantage, to resolve existing
problems by means of technolgocial innovation, to improve
product quality.

(7)  To strengthen corporate culture, to intensify cohesion of the
Company and unity of the staff to go through difficult times.

26 April 2002

Guo Xiaohuan
Chairman



