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MANAGEMENT DISCUSSION AND
ANALYSIS

(1) Analysis of the Results

During the Period, the principal products of the Group were plastic
telephone cables, program-controlled telephone exchange system
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
RMB161,670,000, representing a 41.85% decrease over
RMB278,034,000 when compared with the corresponding period last
year. Loss attributable to shareholders of the Group amounted to
RMB67,719,000 whereas a profit of RMB54,982,000 was recorded
for the corresponding period last year.

As we pointed out during our comment on the prospect of this year at
the end of last year, we would experience a more difficult operating
environment in view of the uncertainties of the global economic
development and under the conditions that the impact of those
uncertainties cannot be fully and accurately evaluated. During the
Period, the global economic development in the international market
had not been turned around from depression, especially the global
telecommunication industry which was still undergoing adjustment
so that there was lack of investment and market demand was decreasing.
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In the domestic market, as the comprehensive strategic restructuring
of the telecommunication industry in the People’s Republic of China
(the “PRC”) was only basically completed by the end of May, and the
telecommunication companies would adjust their investment plan and
direction according to the market demand so that the expected market
demand had not been materialised, there was a relatively significant
decrease of the fixed assets investment for telecommunication industry
in the PRC during the first half of the year. Up to the end of June, the
fixed assets investment for telecommunication industry in the PRC
was less than 70% of the amount for the corresponding period last
year. As a result of the reduction in fixed assets investment by the
telecommunication products manufacturers, there was tighter
competition in the market. These unfavourable factors led to insufficient
purchase orders and significant decrease in selling price of the products.

During the Period, the Group sold 564,000 pair kilometers, 41,000
pair kilometers, 3,385 kilometers and 650,000 sets of plastic telephone
cables, program-controlled telephone exchange system cables,
television cables and cable joining sleeves, representing a decrease of
48.6%, 35%, 31% and 13.3% respectively as compared with the
corresponding period last year. The keen competition within the
industry led to a various decrease in selling prices of the Group’s
products. The average selling prices of plastic telephone cables,
program-controlled telephone exchange system cables were and
television cables were decreased by 4.7%, 4.8% and 7.3% respectively.
These conditions had relatively great impact on the Company’s turnover
and profitability.

The operating results and profitability of the Company’s associate
company and subsidiary specialising in production of optical fibres
and optical fibres cables, SEI and CCS, would have significant impact
on the Group’s achievement in overall results. However, there were
significant contrasting operating results of these two companies in the
first half of the year compared with the corresponding period last year.
During the corresponding period last year, there were shortage of supply
for optical fibres in global market and significant increase in prices.
During this year, there were excess supply over demand for optical
fibres, significant decrease in prices and keen competition in the market.
As aresult, the range of the decrease in selling prices of optical cables
was bigger than the range of the decrease in prices of optical fibres.
This led to great difficulty in production and operation and affected
the operating results of these two companies.
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(2) Review of Principal Operations

In view of the serious market conditions and operating environment
as a result of the rapid changes in the telecommunication industry, the
Board of Directors and senior management of the Company tackled
the difficulties carefully, strengthened their confidence, laid a sound
foundation in their work and dealt with challenges decisively. To
achieve the operating targets and plan this year, they carried out their
work relentlessly and made full preparation for the operations. The
main business activities during the Period are summarised as follows:

1.  To cope with the market economy and the requirements in
establishing a modern enterprise system, the Group strived to
change the operating mechanism and management system.
During the Period, the Group appointed experienced management
experts and scholars to conduct large-scale consultation and
diagnosis on the Group’s development strategy and management.
As a result, certain existing problems and weaknesses were
identified; future development direction and ideas were clarified;
and systematic proposal and measures for reforms were presented.
The Company will sincerely consider these proposal and
measures for reforms, include these ideas step by step in the
Company’s development plan and implement the reforms so that
the Group will be well prepared for its expansion and rapid
development.

2.  To enhance the capability of the Company, better utilise the
Company’s assets and resources and achieve the target of reducing
cost and enhancing effectiveness, the Company strived to
implement internal reforms and strengthened internal
management to achieve a gradual transformation in the operating
mechanism and management system within the Company. During
the Period, the Company put more efforts in the segregation of
the ancilliary production units and supporting service
departments. The Company’s staff service companies and
hospitals had been segregated from the Group by subcontracting
to outsiders with independent operating authorities, separate
accounting system and self-financing. Special subcontracting
arrangements were also implemented for certain businesses of
the copper materials factory. These measures provided a good
source of ideas for reforms in the future.
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3. To enhance the ability of developing new technology and products
so that research and development of new products can be
completed for production and generating results as soon as
possible and speeding up the adjustment in line cables product
mix, there was smooth progress in the construction of new product
testing centre, of which the foundation construction works were
completed, construction works for common areas were in
progress and certain equipment ordered had been delivered to
the Company. The whole project will be completed on time.

4.  To effectively support and assist the development with appropriate
economy of scale and healthy operation of the existing
subsidiaries and associated companies, the Group put efforts in
improving its investment management. During the period, the
progress in the third phase expansion project of SEI was smooth
and various works were in line with the plan. There was smooth
progress in the second phase expansion project of CCS and the
new factory will be completed in July. The acquisition of the
equity interest in Chengdu Bada Connector Company Limited
(“Bada Company”) and in registration for the establishment of
Shenzhen Puda Communication Technology Company Limited
(“Shenzhen Puda Company”) were being actively processed.

(3) Financial Analysis

As at 30 June 2002, the Group’s total assets amounted to
RMB1,185,601,000, representing a decrease of 7.89% over
RMB1,287,135,000 when compared with the end of the last year. Non-
current assets amounted to RMB597,744,000, accounting for 50.42%
of the total assets and representing a decrease of 5.87% over
RMB635,046,000 when compared with the end of the last year. Current
assets amounted to RMB587,857,000, accounting for 49.58% of the
total assets and representing a decrease of 9.85% over
RMB652,089,000 when compared with the end of the last year.

The net cash outflow from operating activities of the Group during the
Period amounted to RMB56,957,000. The net cash outflow was
RMB9,593,000 when compared during the corresponding period last
year.

The net cash inflow arising from investing activities of the Group during
the Period amounted to RMB16,653,000. There was net cash inflow
of RMB32,768,000 during the corresponding period last year.
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As at 30 June 2002, the Group’s bank balances and cash (including
pledged bank deposits) amounted to RMB209,066,000, representing
a decrease of 17.26% over RMB252,669,000 when compared with the
end of the last year.

As at 30 June 2002, the Group’s total liabilities (excluding minority
interests) amounted to RMB346,684,000. The asset-liability ratio was
341.98%, representing an increase of 2.04% as compared with 339.94%
at the end of the last year. Short term bank loans due within one year
amounted to RMB214,361,000, representing an increase of 6.19% over
RMB201,861,000 when compared with the end of the last year,
representing no significant change as compared with the end of the
last year.

During the Period, the interest expenses paid by the Group in respect
of the above loans amounted to RMB6,595,000. The interest expenses
amounted to RMB6,119,000 in the corresponding period last year.

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

During the Period, distribution costs, administrative and other expenses
and finance costs amounted to RMB12,115,000, RMB43,525,000 and
RMB6,595,000 respectively, representing a decrease of 24.61% and
13.37% and an increase of 7.78% respectively as compared with
RMB16,069,000, RMB50,243,000 and RMB6,119,000 of the
corresponding period last year.

During the Period, the average gross margin of the Group was 3.74%,
representing a decrease of 30.48% from 34.22% of the corresponding
period last year.

During the Period, the trade receivables and inventories of the Group
amounted to RMB193,833,000 and RMB 153,021,000, representing a
decrease of 4.03% and 9.44% respectively from RMB201,963,000 and
RMB168,976,000 when compared with the end of last year.
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1. Analysis of liquidity

As at 30 June 2002, the Group’s liquidity ratio and quick ratio were
176% and 130%. Taking into account the overall characteristics of the
industry and the existing market conditions, the above figures 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,
there was still relatively big room for further improvement. This should
be the focus of the Group’s work in the future and justified for further
research in these areas.

2. Analysis of financial resources

As at 30 June 2002, the Group’s short-term bank loan amounted to
RMB214,361,000. This loan is repayable by instalments and the Group
has repaid those instalments due for repayment. At the same time, the
Group has adequate bank and cash balances of RMB209,066,000.
Accordingly, the Group does not have short term repayment risk.

As at 30 June 2002, the Group’s long term loans amounted to
approximately RMB13,204,000. All these long term loans were
instalment loans with the maximum repayment term of 36 years. As
the balance of long term loans was immaterial, there was no significant
impact on the operation of the Group.

3. Capital structure of the Group

The Group’s capital resources are derived from profit, bank loans and
proceeds from shares issue. To ensure proper utilisation of capital
funds, the Group has established a tight and sound financial
management system. During the Period, no problem occurred in terms
of repaying loans due for payments and fulfilling obligations due for
performance.

In the future, the Group will strengthen the utilisation and management
of funds so that the funds can be fully utilised while production and
operation are in normal operations.
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(4) Business Prospect

In respect of the economic conditions in the second half of the year, in
our opinion, the favourable factors will be more than unfavourable
factors although there will be many difficulties at this stage. Firstly,
the State policies are stable and the support of the policies towards the
whole economy is still firm and steady. Secondly, the overall economic
development in the PRC in the first half of the year has been better
than expectation. This has laid down a good foundation for
development. Thirdly, the development of the telecommunication
industry is still the focus of the domestic development. The
reorganisation of the domestic telecommunication operating companies
has been basically completed. The scale of investment in the second
half of the year will be greater than that of the first half of the year.
These will have positive impact on the development of the
telecommunication industry. Accordingly, we are still confident in
the works of the Group in the second half of the year. In view of the
favourable conditions, the Group will carry out the following measures:

1. The Group will continue to place more efforts in enterprise
reform, strengthening enterprise management, firmly carrying
out the transformation of operating mechanism and placing
emphasis on the flexibility of enterprise management and
incentive system. The Group will implement the mechanism of
staff employment where there will be promotion and demotion,
appointment and dismissal, increase and reduction in

remunerations in accordance with performance. The Group will
place the highest priority on the financial and cost management
and investment management so that the Group can continue to
refine the subcontracting responsibility system in the internal
operations.

2. The Group will actively explore new markets. In addition to
putting more efforts in market development, the Group will
strengthen the work in market research, strengthen the
establishment of operating and sales teams, enhance the quality
of operating and sales personnel and consolidate the existing sales
networks. The Group will expand the sales channels and set out
a feasible sales strategy to increase the market share. The Group
will refine the subcontracting responsibility system and incentive
mechanism in operation and sales so that the operating and sales
personnel can be fully motivated.
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In line with the market trend, the Group will strengthen market
analysis, continue to find new projects and new areas for profit
growth and enter into new business actively and steadily. The
Group will place more efforts in the research works on the use of
optical telecommunication mould parts in optical
telecommunication and focus on the development of new products
in optical telecommunication and optical equipment facilities so
that the Group can achieve production diversification gradually.
Based on the Group’s existing copper cable products, the Group
will develop broadband plastic telephone cables, new program-
controlled telephone exchange system cables, automobile cables
and other specialised telecommunication cables so that the Group
can achieve further development towards diversification of fibre
and cable products, advanced technology and high precision.

The Group will focus on investment management. In line with
existing conditions of rapid changes in international and domestic
market, the Group will actively and steadily adjust and push
forward the expansion projects of its associated company and
subsidiary, CCS and SEI. The Group will fully utilise the status
as a listed company to carry out financial restructuring,
replacement of defective assets and strengthen the foundation of
the Group’s operations. The Group will manage the work relating
to the consolidation and development of other joint venture
associated companies. The Group will try to achieve the targets
of reduced cost and enhanced effectiveness and continuous
development.

The Group will strengthen the Company’s work in financial
management, cost evaluation and assets management. The Group
will carry out research on local production of raw material items,
carefully control the quality and cost of purchasing to reduce the
production costs. The Group will enhance the utilisation rate of
funds by fully utilising the existing redundant assets and
strengthening the funds management.
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USE OF PROCEEDS

The Company raised approximately HK$424,000,000 through the issue
of 160,000,000 H shares in December 1994. From the date of listing
to 30 June 2002, the Company had used a total of approximately
HK$331,000,000, of which HK$84,360,000 was used in investment
projects and HK$246,640,000 was used for debt repayment and
working capital.

The unutilised proceeds amounted to RMB93,000,000 which is
deposited with a bank in the PRC.

OVERDUE TIME DEPOSITS

The Company has no other deposit or trust deposit with non-bank
financial institutions or time deposits which cannot be withdrawn on
maturity as at 30 June 2002.

Although the principal of a deposit of RMB30,000,000 in China
Leasing Company Limited has been written off as provision for bad
debt in the year 2000, we have not given up the effort to recover the
amount. However, there was no progress in the recovery of the deposit
during the Period.

SALE OF STAFF QUARTERS

1. The disposal of staff quarters before 1998 has been dealt with
and disclosed in the Company’s financial report for the year 2000
in accordance with relevant regulations promulgated by the
Ministry of Finance of the PRC.

2. The Company introduced an approved programme for raising
funds from its employees to construct staff quarters during 2000
and 2001. As at 30 June 2002, the total amount of deposits
received from staff in respect of such programme amounted to
RMB22,377,000. Upon completion of the programme for raising
funds, the Company will transfer all the titles of staff quarters to
its staff.

3. The Group has not introduced any programme for raising funds
from its employees to construct staff quarters during the Period.
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UNIFIED INCOME TAX AND CANCELLATION OF LOCAL
GOVERNEMENT’S TAX REBATE

The Company enjoys and pays income tax at a preferential rate of
15% for hi-tech enterprises. Accordingly, the Company is not entitled
to any income tax rebate. During the Period, the Company did not
receive any notice from the State Tax Bureau of any change in the
Company’s 15% income tax rate.

RECENT ECONOMIC DEVELOPMENT AND IMPACT OF
CHINA’S ACCESSION INTO WORLD TRADE
ORGANISATION (“WTO”) ON THE GROUP

In the domestic telecommunication market, the operating results of
most telecommunication operating companies during the Period were
decreasing as there was delay in stimulating market demand, the
potential market demand was not transformed into real market demand,
there was a relatively great reduction in the scale of investment and
price competition became the major competing technique. However,
in our opinion, this will be a short term phenomenon and a process
which we must come across. Following the establishment of the overall
operating environment of the domestic telecommunication industry
and rationalisation and standardisation of the market competition, we
shall benefit from the new development of the domestic
telecommunication industry.

Following the integration of the global economy, especially after the
PRC’s accession into the WTO, the development and changes in global
economy, especially the development and changes in the global
telecommunication industry, will have obvious impact directly or
indirectly on the industry and the Group. This impact will continue to
exist. During the Period, the entry of foreign enterprises and overseas
products into the domestic market by different means intensified the
competition in the domestic market as a result of the depression in
global economy, especially the global telecommunication industry.
This also created significant challenges and pressures to the Group.
Following the recovery of the global economy and our improved
technology and skills, we are fully capable of exploring international
markets through various means including the export of products,
technology and capital so that new opportunity can be explored for
the Group’s further development and greater returns can be generated
for the shareholders.
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SHAREHOLDING AND CHANGE OF SHARE CAPITAL
STRUCTURE

1. Share capital structure

Up to 30 June 2002, the Company has not made any arrangements for
bonus issue, placing of shares or issue of new shares. During the Period,
there was no change in the Company’s total number of shares and
share capital structure. The issued share capital of the Company
remained to be RMB400,000,000 divided into 400,000,000 shares with
par value of RMB1.00 each, comprising of 240,000,000 issued stated-
owned legal person shares and 160,000,000 overseas listed foreign
invested shares (“H Shares”), representing 60% and 40% of the total
issued share capital of the Company respectively.

2. Shareholdings of substantial shareholders

As at 30 June 2002, the largest shareholder of the Company was China
Putian Corporation (“CHINA PUTIAN”) holding 240,000,000 issued
state-owned legal person shares, representing 60% of the total issued
share capital of the Company. At the beginning of the Period, HKSCC
Nominees Limited held 157,522,999 H Shares, representing 39.38%
of the total issued share capital of the Company. At the end of the
Period, HKSCC Nominees Limited held 157,670,999 H Shares,
representing 39.42% of the total issued shares capital of the Company.

As indicated by HKSCC Nominees Limited, as at 30 June 2002, the
following CCASS participants held 10% or more of the Company’s
total issued H Shares:

Number of H Share

held at the Percentage of

CCASS participant end of the year H Shares
The Hongkong & Shanghai

Banking Corporation Ltd. 33,724,000 21.08%
Guotai Junan Securities

(HK) Limited 21,400,000 13.38%

Save as disclosed above, at any time during the Period, the Company
is not aware of any shareholding interests which are required to be
disclosed pursuant to the Securities (Disclosure of Interests) Ordinance
of Hong Kong. The Board of Directors is not aware of any person
holding, directly or indirectly, 10 % or more of the interests in the
Company’s issued H Shares.



'chiERE X

3. EF -EFEFEERER

RAHEAEARE  FALATENMES
EE  HEBRETN\BUT FLIIREF
BREEHEAADQ T NEEIEBEE (R
5 (MBS ROTE) c REEH =
HHED  WREERERBARQTHEM
B EE 2 RARBEHERSFNERN - TR
FHREAZREALTRETZEEFNN
BR e

4. MR HENEOMLTES

RAMEA » RRB R E LT
BEE -HE OBIEHEARQA2EM
EmEs -

5 TRWES - MAikE RikEER
mEmEn

ARDFAZS B A 3 AR R AT A R
o BERE - AREZNEEER -

3. Shareholdings of the directors and supervisors

At any time during the Period, none of the directors or supervisors of
the Company, their spouses and their children under 18 years old held
or beneficially owned any equity or debt securities of the Company or
any of its associated corporations (as defined in the Securities
(Disclosure of Interests) Ordinance) nor were they granted the right to
purchase any equity or debt securities of the Company or any other
associated corporation, and there were no circumstances in which any
such right was exercised by any of such persons.

4. Purchase, sale and repurchase of listed securities

During the Period, none of the Company’s listed securities was
purchased, sold, repurchased or cancelled by the Company or any of
its subsidiaries.

5. Convertible securities, share options, warrants and

similar instruments

During the Period, the Company did not issue any convertible securities,
share options, warrants or similar instruments.



