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Principal activities of the Company

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
Group is principally engaged in the manufacture of float sheet glass and intensive
processed glass. During the reporting period, a new wave of reconstruction of
the glass industry was formed in the PRC. As a consequence, market supply of
glass was greater than demand, resulting in a downward trend in price and an
increase in inventories as well as an impact on current funds. In order to make
a resounding bounce, the Company set “turnaround from recording loss to profit
and solving hurdles and enhancement of efficiency” as its objective, strengthen
internal management, reduce any unnecessary expenses, improve product mix,
actively enhance marketing ability. The Company focused on the following:

(1)  To take various channels in an effort to explore potential and reduce
costs, resulting in a larger decrease in expenses compared to the
corresponding period last year.

(2)  To actively improve sales system and consummate the management of
sales system and enhance sales and marketing activities and expand the
shares of super thin glass in the international market.

(3)  To adjust product mix as and when appropriate with an aim to maximize
efficiency.

Revenues from principal operations based on classification of products

Prepared under the PRC Accounting Rules and Regulations:

FEEBMA FTERBAS FTERE
(AE®TFT) ke (AE®FT) :4:] & 147
Revenues from Costs of Profits from
principal principal principal
operations Percentage operations Percentage  operations Percentage
(RMB’000) (RMB’000)
337,954 95.87 320,735 95.71 16,121 99.89
14,577 4.13 14,384 429 17 0.11
Prepared under IFRS:
TERBHA TERBAE TERE
(AEBFT) wHl (AE®FIL) -4} HE 4.}
Revenues from Costs of Profits from
principal principal principal
operations Percentage operations Percentage  operations Percentage
(RMB’000) (RMB’000)
336,733 95.87 320,735 95.71 16,121 99.89
14,524 4.13 14,384 4.29 17 0.11



3 EEEMMVEMAARBR : 3. Market share of principal products:
FEETEERTREBEZETHE - AR
E-ERHE ELHEEERANTSH
B OBEBRTSECEEEHEENSESR °

There was a larger market share for flat glass, the principal product of the
Group, in Central China, Southeastern China, Eastern China and Northern China.
Sales revenues to international market accounted for only approximately 5% of
the total sale revenues.

v TEHBESEEBRES N 1. Analysis for movement in major financial indicators:
(0 BRTIEESHEIRHE (a)  Prepared under the PRC Accounting Rules and Regulations
By ARETTT
unit: RMB’000
EH 2002%1-6R 2001%1-6A B(+)E(—)%
(K& (RE&)
1/2002 1/2001 Increase (+)
Items to 6/2002 to 6/2001 decrease (-)
(unaudited) (unaudited)
TEEBKBA Income from principal operations 352,531 389,279 -9.44
TEERAEB Profit from principal operations 16,138 62,147 -74.03
F(EB) /FE Net (loss)/profit (98,405) 7,966 -1,335.31
BEeRBEEZEEY (Decrease)/increase in cash and
FORD)/ BmE cash equivalents (21,384) 53,312 -140.11
HE 2002%6H30H 2001512A31H B(+)E(—)%
(REE) (B &=&t)
Increase (+)
Items 30/6/2002 31/12/2001 decrease (-)
(unaudited) (audited)
BmEE Total assets 3,075,707 3,121,000 -1.45
R Shareholders’ funds 1,464,211 1,562,584 -6.30
(b)) REBBHEHREEL (b)  Prepared under IFRS
By . AR¥Fxn
unit: RMB’000
HH 2002%1-6 8 2001%1-6A B(+HR(—)%
(R &) (K&
1/2002 1/2001 Increase (+)
Items to 6/2002 to 6/2001 decrease (-)
(unaudited) (unaudited)
TEEBBA Income from principal operations 351,257 387,132 -9.27
TEEBAE Profit from principal operations 16,138 62,147 -74.03
F(E#E) /7B Net (loss)/profit (97,281) 7,966 -1,321.20
BEeRBEEEY (Decrease)/increase in cash and
BORY)/ #EE cash equivalents (21,384) 53,312 -140.11
b | 20026H30H 2001¥12A 318 B(+HR ()%
(R &) (B8 &3t
Increase (+)
Items 30/6/2002 31/12/2001 decrease (-)
(unaudited) (audited)
mEE Total assets 2,957,781 3,009,871 -1.73
RERES Shareholders’ funds 1,374,665 1,471,946 -6.61
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Income from principal operations decreased amid growth in sales volume
of product was primarily a result of substantial fall in selling price of
float sheet glass during the reporting period.

Profit from principal operations decreased substantially amid large
reduction of manufacturing cost of product as compared with the same
period last year was primarily a result of substantial fall in selling price
of float sheet glass during the reporting period.

The decrease in net profit was due to: (i) substantial decrease in price of
float sheet glass during the reporting period; (ii) asset retirement loss
incurred from ultra-thin glass production line renovation project was
included in the calculation of profit and loss for the reporting period; (iii)
impairment loss on fixed asset was made in the reporting period.

Reduction in net increase of cash and cash equivalents was primarily due
to substantial decrease in price of float sheet glass which resulted in a
substantial decrease in cash inflow of commodity sales and a substantial
increase in cash outflow of raw material purchased over last year.

The decrease in total asset was primarily due to disposal of net asset
value of retired production line, impairment made on fixed asset and
write off of stock during the reporting period.

The decrease in shareholders’ fund was due to a transfer of loss to
undistributed profit.

Capital liquidity (prepared under IFRS)

During the reporting period, cash and cash equivalents of the Group
amounted to RMB115,953,000, representing a decrease of RMB21,384,000
as compared with RMB137,337,000 at the end of 2001. The decrease in
investment activities did not offset the decrease in cash inflow from
operating activities. As at the end of the reporting period, the total
borrowings of the Group amounted to RMB1,106,981,000. The interest
rate of borrowings were fluctuated in accordance with prevailing interest
rate of the Organization for Economic Co-operation and Development
and PRC prevailing interest rate for working capital loans. As at 30 June
2002, the gearing ratio of the Group (total interest bearing loans/
shareholders’ funds) was 80.53%, representing an increase of 9.93% as
compared to 2001.
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3. Financial Policy

As the lending rates are relatively low in the PRC, the finance costs and
financial burden borne by the Company are less which is favourable for
the production and operations of the Company. The Company has
established credit relationship with numerous banks in the PRC and entered
into credit facility agreement with Bank of China, illustrating a close
cooperating relations between both parties. In addition, the Company has
obtained composite credit facilities granted by numerous banks in the
PRC. With respect to the Company’s use of fund, the Company has
endeavoured to control credit amounts resulting in maintaining the gearing
ratio at a reasonable level in an attempt to reduce the risks of liabilities.
The Company has actively reviewed on its daily capital operations and
repaid its loans as scheduled and had no outstanding loans. The
creditability of the Company is good with the banks which have business
relations with the Company. The currency in which the Compnay’s deposits
are denominated is Renminbi.

I. 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.

2. Investment financed by funds other than the proceeds in the reporting
period:

The Company entered into an agreement with CLFG, the controlling
shareholder of the Company on 27 March 2002, for the purpose of setting
up China Luoyang Float Glass (Group) Processed Glass Company Limited
(“Processed Glass Company”) in order to mainly engage in the production
of processed glass products. The registered capital of the Processed Glass
Company is RMB181,495,600, of which RMB89,095,600 (constituting
approximately 49.09% thereof) will be contributed by the Company and
RMB92,400,000 (constituting approximately 50.91% thereof) will be
contributed by CLFG. As at the date hereof, the registration procedures
for the Processed Glass Company have not been completed.

As at 30 June 2002, the Company had 5,742 employees, of which 4,280 are
production workers, 260 sales personnel, 361 are technicians, 126 are financial
personnel, 645 are administrative personnel and 70 are other staff. With respect
to staff training, the Company had organised various training courses for the
existing staff so as to enhance their overall quality.
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The Company will target on “turnaround from loss position”, strengthen
organizational management of production, optimize specification structure of
product range, reinforce market research and analysis, develop ultra-thin glass
market with special focus on enhancement of economic efficiency.

1.

Strengthen the specification of product range, actively prepare the
organization and coordination of production, realize the stable, high quality
and high volume of production in order to satisfy the needs of market and
customers. Firstly, the Company will reinforce the connection between
sales and production segments, establish feedback channels from market
information, and directly transmit customers’ needs to first line of
production in a timely manner; secondly, the Company will expand the
assessment on special contracts, refine the production of fixed-sized glass,
make full use of its competitive edge in Float Sheet Glass Line 1 production
of extra-large glass sheet, enhance the added value to products; thirdly,
the Company will increase proportion of ultra-thin glass production and
develop highly advanced ultra-thin glass market by quality products;
fourthly, the Company will increase the cutting proportions of glass,
thereby enhance the rate of finished products and total outputs.

Endeavour to technological innovation and cost reduction. Firstly, the
Company will proactively explore Float Sheet Glass Line 1 quartz sand
replacement, reduce cost of raw materials; secondly, the Company will
explore the feasibility of decomposing ammonia to produce hydrogen,
thereby reduce the cost of hydrolytic production of hydrogen; thirdly, the
Company will improve the production technology of ultra-thin glass line,
reduce energy and material consumption of ultra-thin glass production;
fourthly, the Company will continue the strategy of importing pure alkali
so as to reduce procurement cost; fifthly, the Company will speed up the
completion of wood case design structure improvement, thereby reduce
the production cost of wood case.

Reinforce sales of glass, enhance production to sales ratio, increase sales
income. Firstly, the Company will expand its force in market development
and put much more efforts on developing the ultra-thin glass market,
increase sales volume of ultra-thin glass and realize economies of scale;
secondly, the Company will speed up sales of glass inventories, reduce
the risks of glass inventories; thirdly, the Company will reinforce the
screening system of sales personnel and further enhance staff awareness
in crisis and urgency.
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LUOYANG GLASS COMPANY LIMITED

(%) A2 ) Biwh 20024 55 = 28 0 4% 28 00 % 4 (6) The Company expects that the operating results for the third quarter
BMBlEH - of 2002 would continue to record a loss.
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