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A.

Management discussion and analysis on the
principal operating results of the Company
during the reporting period.

Principal Operations of the Company

The principal operations of the Company include mobile
telecommunications, satellite communication,
electromechanical and electronic information products with
a prominent status among competitors in the industry within
the territory of the PRC. In the year 2002, under the difficult
business environment of recession in the global
telecommunications industry, the Company capitalized its
strengths and grasped the opportunities, adjusted the
product mix and upgraded its production and business so
that the Company could stimulate the rapid development
of the principal operations. In particular, profits from
principal operations surged significantly with apparent
improvement in economic efficiency, which had watered
down to a large extent the impacts of the plunge in profits
of the two major joint venture companies. Under the PRC
accounting standards, revenues from principal operations
of the Company for the year amounted to RMB1.294 billion,
representing an increase of 50.16% as compared to the
corresponding period of last year; profits from principal
operations amounted to RMB178 million, representing an
increase of 160.61% as compared to the corresponding
period of last year; net profits amounted to RMB91.18
million, representing a decrease of 49.18% as compared to
the corresponding period of last year. Under the accounting
principles generally accepted in Hong Kong, revenues from
principal operations of the Company for the year amounted
to RMB1.291 billion, representing an increase of 50.01%
as compared to the corresponding period of last year; profits
from operations made a turnaround from loss making to
profit-making and a profit of RMB56.16 million was
recorded for this year whereas a loss of RMB40.09 million
was recorded for the corresponding period of last year; net
profits amounted to RMB98.81 million, representing a
decrease of 57.14% as compared to the corresponding

period of last year.
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(—) MR 88w m A.  Management discussion and analysis on the
Wb () principal operating results of the Company
during the reporting period. (continued)

2. XEXBOUTERREARNR 2. Principal operating income and segmental
ME(ERPEFHEN) information classified by business or

product (Prepared under the PRC

accounting standards)

B Fx
Unit: RMB’000
TERE TERE EfE EERBWA FERESF  EUEM
KA BE % WEFBR% WEIFBR% LFERR%
Percentage

(%) of  Percentage

revenues (%) of
principal principal Gross
operating  operating profit
Principal Principal Gross income costs  margin (%)
2TRER operating operating profit Increase (+) Increase (+) Increase (+)
ER Business or product income costs  margin (%) /decrease (-) /decrease (-) /decrease (-)
BEBEESR  Mobile telecommunications 896,283 787,411 12.15 55.05 45.44 91.64
BHEBREEM  Saellite communications 101,378 67,385 33.53 108.47 76.78 55.09
EEEM Electromechanical 112,726 93,625 16.94 22.14 26.58 (14.70)
EFEFER Electronic information 78,357 70,942 9.46 (5.15) (10.44) 129.06
Hit Others 104,942 93,846 10.57 75.02 56.92 10,470
At Total 1,293,686 1,113,209 13.95 50.16 40.47 73.94
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Nanjing Panda Mobile Communication Equipment Co., Ltd.
(//PMC//)

PMC was a joint venture company by the Company, holding
51% of equity interest, and Mr. Ma Zhiping, holding 49%
of equity interest. (Please refer to paragraph 2 of Corporate
Investment). PMC is mainly engaged in sales of mobile
communication products and related services. In 2002, it
sold 632,700 units of mobile phones under the brand name

of "Panda". Sales revenues amounted to RMB807 million.

Net profits amounted to RMB37.30 million.
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A.

3.

Management discussion and analysis on the
principal operating results of the Company
during the reporting period. (continued)

Operations of the principal companies and

investee companies (continued)

Nanjing Ericsson Panda Communication Co. Ltd. ("ENC")

ENC was held as to 43% by the Company, 41% by
Telefonaktiebolaget L.M. Ericsson ("Ericsson"), 10% by
Ericsson (China) Company Limited ("Ericsson (China)"), 3%
by Hong Kong Yung Shing Enterprise Company ("Yung
Shing") and 3% by Jiangsu Telecom Industrial Group
Corporation. In October 2002, reorganization of operations
and adjustment of shareholding structure were completed.
(Please refer to paragraph 2 of Significant Events). After
adjustment, ENC is held as to 27% by the Company, 25%
by Ericsson, 26% by Ericsson (China), 20% by China PTIC
Information Corporation ("China PTIC") and 2 % by Yung
Shing. ENC is mainly engaged in producing products, such
as GSM, GPRS and CDMA mobile telecommunication
system products and network communication systems. It is
the largest supplier of GSM and GPRS equipment and one
of the major CDMA equipment suppliers in the PRC. Facing
declines in demand for communication equipment in the
world market during the year 2002, ENC is actively
broadening its market share, striving to lower production
costs, and speeding up the localization for research and
development, production and provision of auxiliaries. Under
the PRC accounting standard, it recorded sales revenues
for the year of RMB 5.35 billion, representing a decrease
of 59.42% as compared to the corresponding period of last
year and recorded net profits of RMB 224 million,
representing a decrease of 62.98% as compared to the
corresponding period of last year. Under the accounting
principles generally accepted in Hong Kong, it recorded
net profits of RMB209 million, representing a decrease of
69.17% as compared to the corresponding period of last

year.
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A.

Management discussion and analysis on the
principal operating results of the Company
during the reporting period. (continued)

Operations of the principal companies and

investee companies (continued)

Beijing Ericsson Mobile Communication Limited ("BMC")

After adjustment of shareholding structure of BMC on1
October 2002, BMC is held as to 20% by the Company,
25% by Ericsson, 16% by Ericsson (China), 10% by Sony
Ericsson Mobile Communication Limited (“Sony Ericsson”),
27% by China PTIC and 2% by Yung Shing. (Please refer to
paragraph 2 of Significant Events). BMC is mainly engaged
in producing mobile phones and is an important
manufacturing base for Sony Ericsson. In the year 2002,
BMC recorded sales revenues of RMB 4.968 billion and net
profits of RMB 150 million, of which RMB 107 million was
recorded as the net profits in the forth quarter.

Nanjing Microcell Panda Mobile Terminals Co., Ltd. (MPC)
(formerly named as Nanjing Ericsson Panda Mobile
Terminals Co., Ltd (EPC))

Because Ericsson underwent reorganization, it transferred
its 65% equity interest of EPC to Microcell (Finland), which
latter transferred such equity interest of EPC to Microcell
(Luxemburg). On 9 May 2002, the name of EPC was formally
changed to "Nanjing Microcell Panda Mobile Terminals
Co., Ltd."(abbreviated as "MPC"). The Company holds 35%
of equity interest in MPC. It mainly engages in
manufacturing of mobile phones. Faced with a competitive
market in 2002, EPC/MPC actively adjusted its product mix,
speeded up the pace of launching new products, made
great efforts to expand the world market. However, due to
the adjustment of product mix and the transfer of equity
interests held by Ericsson to Microcell, the production by
EPC/MPC was inevitably lowered. For the year, EPC/MPC
manufactured 1,470,000 units mobile phones, 1,070,000
units of which were exported. Sales revenues amounted to
RMB 1.37 billion. Net loss amounted to RMB10.05 million.
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A.

Management discussion and analysis on the
principal operating results of the Company
during the reporting period. (continued)

Maijor suppliers and customers

As at 31 December 2002, the aggregate turnover of the five
major customers of the Company accounted for 66.60% of
the total turnover of the Company for the year, of which
turnover from the largest customer accounted for 27.46%

of turnover of the Company for the year.

The aggregate amount of purchase from the five major
suppliers of the Company accounted for 57.25% of the
total amount of purchase made by the Company for the
year, of which the purchasing amount of the largest supplier
accounted for 15.96% of the total amount of purchase made

by the Company for the year.

During the year, none of the directors, supervisors and their
associates or shareholders had interests in the share capital

of the Company's suppliers or customers mentioned above.

Operating Difficulties and Solutions

In the year 2002, the Company encountered the continue
deterioration in the global telecommunications market and
there was a large fluctuation in the operating results of the
major Sino-foreign joint ventures of the Company, which
resulted in a significant plunge in the investment income.
In response to such difficult circumstances, the Company

actively implemented the following measures:

(1) The Company put more efforts to develop the
principal operations especially the development of
flagship products such as mobile phones and satellite
communication products. The Company recorded a
breakthrough in the growth of business of such
products for the second half of the year and
maintained this upward trend of steady growth in

electromechanical and information products.

NANJING PANDA ELECTRONICS COMPANY LIMITED
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A.

Management discussion and analysis on the
principal operating results of the Company

during the reporting period. (continued)

Operating Difficulties and Solutions
(continued)

(2)

The Company accelerated the development of new
products. The Company capitalized its technological
strengths to develop new techniques and launched
a series of new and competitive products in the
areas of mobile telecommunications, satellite
communication, electromechanical and electronic
information products so that the Company
maintained a dominant leading position in the

market.

The Company properly grasped the reorganisation
and development of joint venture companies. The
Company carried out reorganisation in the
operations and restructuring in the shareholdings of
Nanjing Ericsson Panda Communication Co. Ltd.
("ENC") and Beijing Ericsson Mobile Communication
Limited ("BMC") so that the strategic cooperation
with Ericsson was strengthened. After the
restructuring, ENC became one of the largest logistics
supply hubs serving the global business of Ericsson
and BMC became an important manufacturing base
for Sony Ericsson. This led to better development of
the joint venture companies and provided further
momentum for the development of new joint venture

companies.

The Company continued to consolidate internal
reform. The Company actively implemented the
reform in the system for legal ownership of assets
and further strengthened the financial management
with advanced management techniques, such as ERP,
which enhances standardisation in operations and

corporate governance of the Company.
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In order to speed up the development of mobile
communications, the Company held an
Extraordinary Board Meeting on 8 February 2002,
where shareholders approved to establish "Nanjing
Panda Mobile Communication Equipment Co.,
Ltd."(“PMC”) with Mr. Ma Zhiping, with RMB60
million of registered capital. The Company invested
RMB30.60 million in cash, representing 51% of
equity interest in PMC. Mr. Ma Zhiping invested
RMB29.40 million in cash, representing 49% of
equity interest in PMC. Mr. Ma Zhiping is a renowned
private entrepreneur in Jiangsu, with in-depth sales
experience and outstanding operation results in the
mobile phone market. PMC is mainly engaged in
sales of mobile communication products and related

services.
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B.

2,

Corporate Investment (continued)

Principal investment financed by non-

proceeds in the reporting period: (continued)

(2)

On 14 August 2002, resolutions were passed at the
7th session of the 4th Board of Directors, which
approved that the Company and Nanjing Panda
Information Industry Co., Ltd., a subsidiary of the
Company, jointly invested and established "Nanjing
Panda Communications Development Co., Ltd." The
registered address of such company was Nanjing
Economic Technology Zone. The registered capital
of Nanjing Panda Communications Development
Co., Ltd. amounted to RMB20 million, RMB19
million of which was contributed by the Company
in cash, representing 95% of the entire registered
capital. Its scope of operations includes development
and production of systems and products for mobile
telecommunications, digital telecommunications,
network telecommunications, as well as high-tech
products, and provide service for implementation
of all equipment in the projects, development and
services for network, digital and communication

software, sales of its own products and distribution

of the relevant products and services.
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1. MHKA 1.  Financial Status:
RAAMBRREREE - RPEST The Company had a satisfactory financial status. Changes
A RETEMHEREBHER in major financial indices according to PRC accounting
mT standard are as follows:

By  ARE T
Unit : RMB’000

L 2002¢ 2001F  #E(%) FERE

Item 2002 2001 Change (%)  Reasons

mEE 2,727,635 2,069,729 3179 ABBHBEFREERBEAMY

Total assets Production scale of mobile phones expanded

during the period

FEY=R 1,616,669 1,107,239 46.01  REREMTELM

Total liabilities Increase in financing and payables

REEE 38,978 18,000 116.54  BHEEFTEM

Long-term liabilities Increase in special payables

RERER 1,030,356 939,077 9.72  AIREEFAEEM

Shareholders’ funds Increase in net profit during the reporting period

TERBND 178,216 68,385 160.61 HRBHEETH HEBFERNENRRS
BHBAEESEN AREERGRTHLERS

| Profit from principal Since increase in gross profit margin and the surge in

| operation sales of mobile phones and satellite communication
products, which accounted for higher proportions

in the entire product structure.

|
| B 91,185 179,419 (49.18) BEDTNCABFBTE  BHREWEKEHD o
l SE-FELRELHRMBMORENARE
| 416TRT  BEERE o
| Net profit Decrease in profit generated from ENC, an associated
i company, leading to a significant decrease in
I investment income. Also, there was a gain of
I approximately RMB41.67 million generated from
disposal of land and auxiliary structures
in 2001, which did not exist in 2002.

NANJING PANDA ELECTRONICS COMPANY LIMITED
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In accordance with the accounting principles generally

accepted in Hong Kong, the gearing ratio of the Company

(the ratio between total liabilities and total assets) and the
net current assets were 58.06% and RMB57,687,000

respectively as at 31 December 2002 as shown in the

consolidated statements of the Company.

Cash:

Loans:

bank balances and cash amounted to
RMB685,008,000 as at 31 December 2002 as
shown in the consolidated statements of the

Company.

short-term bank loans amounted to
RMB991,800,000 and monthly interest rate was
approximately 4.38% as at 31 December 2002
as shown in the consolidated statements of the
Company. The Board believed that the Company

can maintain or enlarge its existing bank facilities

to meet various financial obligations.
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Business Development Plan for 2003

In 2003, the overall surrounding business environment will
be better than that of 2002 and the prospects of the PRC
economy remain optimistic and there is sign of recovery in
the communication industry. Undergoing adjustments in
its development in the past few years, the competitive edges
of the Company's principal operations have become more
prominent with immense room for further development.
The Company will seize opportunities arising from
economics globalization, improve operations on a regular
basis and accelerate the pace for development in order to
achieve a higher growth in operating results. The Company

will focus on the followings:

1. To emphasize principal operations and expedite the
development of the industries with competitive edges
by placing emphasis on mobile phones and satellite
communication in a bid to explore new bases for
profit growth. The Company will enhance the
technological level and expand its production scale
in order to increase the profitability. In particular,
the Company will use its best endeavours to achieve
breakthrough in the own brand of "Panda" mobile
phones with a view to enhance the status of "Panda"
mobile phones and to promote it to become high
profile in the market with increasing share taken up

by domestically manufactured mobile phones.

2. To enter into new phase for development of Sino-
foreign joint venture companies. Upon completion
of the business reorganization and shareholding
adjustments taken place previously, there will be
obvious benefits and competitive edges in 2003.
The Company will significantly increase the scale
of production and operating results will be
enhanced. Other joint venture companies will also
enter into a period of investment returns and the
operations will be further improved. The Company
will implement various initiatives to promote the
development of Sino-foreign joint venture

companies.
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(M) 20034 % Rt 3 (&) D.  Business Development Plan for 2003 (continued)
3. E-DHERMAIZF N 3. To enhance the pace of technological innovation.
ERIF » MABHRA - The Company will increase investments in
R MTERE 0 K DBRE technological research and development, accelerate
BERM  THEEBRRE the pace for technological innovation, put more
AT R R E KRR - efforts to develop its own technologies and continue

to have breakthrough in key technologies.

4. EERLKRE  MBE 4. To continuously deepen internal reform, strengthen
B RERET BREX management and keep production costs down as
& o well as enhance economic efficiency.
FRE Li Anjian
EER Chairman
FE e R Nanjing, China
2003%3R11H 11 March 2003
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