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4. MANAGEMENT DISCUSSION AND ANALYSIS

(1) Business review for the first half of the year

1. Market condition and implementation of measures

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. During the reporting period, the product prices were
slightly increased as compared with that of last year. However, 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 measures:

— Accelerated the adjustment of the mix of the three principal
products, improved technology and enhanced product quality to
serve as a basis for generating their economic benefits as soon as
possible. Firstly, a technical key expert team has been set up to
focus on the examination of the problems existing in Longbo’s
production of ultra-thin glass sheets. 28 technical key projects
have been identified, of which 26 have been completed so that the
technology used in the production of ultra-thin glass sheets has
become more mature and the production and product quality have
become steadier. Secondly, a technical key team has been set up
for the on-line glass plating and moulding of production line No.3;
phase two of key technology has been started; green glass and grey
glass on-line plated and moulded products have been developed;
the problem caused by the damages made to on-line glass plating
and moulding have been solved; and product quality has been
enhanced gradually. Thirdly, a workshop for remodeling and cutting
large and thick glass sheets of production line No. 1 has been set
up and equipped with necessary facilities to improve the remodeling
and cutting equipment.
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— Accelerated the pace of carrying out an overall diversification within
support sections and strengthened internal dynamics. Firstly, the
case-making workshop of the packaging factory has been leased in
order to cut off the links from market prices. Upon the lease of the
case-making workshop, the cost of wooden cases decreased by
RMB0.7 per weighted case over the same period last year and as
a result, various expenses amounting to RMB3,000,000 can be
saved every year. Secondly, the nitrogen-hydrogen factory has
implemented a new mechanism for independent operation and
auditing as well as loss and profit accountability to strengthen
itself, unlock its potential and minimize costs to the greatest extent.
RMB150,000 has been saved in the first five months after the profit
cut factor was digested.

— Explored and improved the financial accountability appraisal system
and fully mobilized the initiative and creativity of the production
and operation sections. Firstly, a “one factory, one policy” appraisal
system has been established on the basis of the characteristics of
each factory to determine the appraisal objectives. The float glass
factory was subject to a system under which production was counted
by the piece. Wages were quantified on the basis of each product
type, specifications, quality grade and the realized sales prices. A
policy has been implemented to encourage and lead the float glass
factory to produce more quality and high value-added products.
Secondly, sales revenue has been set as an appraisal requirement
for the sales department. The focus on sales volume has been
switched to the focus on generation of economic benefits by guiding
the marketing staff to find out ways to raise sales prices of products
and to market more profitable and high value-added products.

— The cold overhaul project for the production lines at Bada has
been completed in accordance with requirements, and 8 mm and
10 mm glass sheets have been developed and produced within a
short period of time after commencement of production to have
expanded the product line and increased the competitiveness of
high value-added products, laying down a foundation for Bada to
capture a share of the Guangdong market for white thick glass
sheets.

— A number of measures have been taken to expand the export of
products. Firstly, a package including payment of all expenses was
offered to import and export firms and the initiative of staff was
mobilized by a flexible dispatch mechanism. Secondly, the
exploration of key markets was strengthened to identify a batch of
steady and major customers to increase export.

2. Market share of principal products

The Group’s leading product, flat glass, represents a large market share
in the central, southwest, eastern and northern parts of the PRC. The
global market only accounts for about 17% of the turnover of the Group.
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Increase/ Increase/
(decrease) of (decrease) of Increase/
income from cost of (decrease)

principal principal of gross
operations as operations as margin ratio as

Income from Cost of Gross compared to compared to compared to
principal principal margin the preceding the prceding the preceding

operations operations ratio (%) year (%) year (%) year (%)

Float sheet glass 386,855 351,676 9.09 9.74 4.94 84
Of which: Related party transaction 17,729 16,117 9.09 226.27 212.04 84

3. Principal operations by industries and products

As the Group’s turnover and operating results mainly were generated
from the manufacture and sales of float sheet glass, no segment report by
business type is provided. Details for related party transactions are set
out in note 33 to the interim financial report prepared in accordance with
the PRC Accounting Rules and Regulations.

 

4.

Increase/(decrease) of income from
Income from principal operations as compared

Regions principal operations to the preceding year (%)
Rmb’000

PRC 320,886 (3.37)
Overseas 65,969 222.49

Pricing policy for connected transactions:

Based on market prices available to independent customers

Explanation on necessity and continuity of related party transactions:

These transactions are necessary and of continuity nature, since products
of the Company are upstream products to related parties for the purpose
of product chain.

4. Geographical analysis of principal operations
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4. Operating results and summary of analysis for financial position
(prepared under the PRC Accounting Rules and Regulations)

Analysis of reasons for movements in major financial indicators:

Unit:RMB’000

Six months ended Six months ended Increase/
Items 30 June 2003 30 June 2002 (decrease) %

Income from principal operations 386,855 352,531 9.74
Profit from principal operations 34,830 16,138 115.83
Net loss (158,974) 98,405 61.55
Decrease in cash and cash equivalents (12,343) 21,384 (42.28 )

At 31 Increase/
Items At 30 June 2003 December 2002 (decrease) %

(audited)

Total assets 2,682,019 2,835,698 (5.42)
Shareholders’ interests 1,059,063 1,218,037 (13.05 )

18,692

4.8
/

34,000

4 15,000

110,000

140,211
12.30 1,614

9,998
12,052

152,554 12,343

Analysis of reasons for the changes:

The Company’s profit from principal operations increased by RMB18,692,000 in the
current period over the same period last year mainly because the Company has
strengthened the adjustment of product mix, capitalized on the opportunity arising
from the partial activation of the market for glass and optimized marketing policy so
that the market sales prices of products rose steadily. In the first half of the year, the
average sales prices of products increased by RMB4.8 per weighted case over the same
period last year, representing an increase of approximately 10% so that the profit from
principal operations increased by RMB34,000,000 over the same period last year.
However, due to the fluctuation in the oil prices on the global market, the prices of the
principal fuel resource, heavy oil, increased by nearly 4% over the same period last
year, thus reducing profit by RMB15,000,000 which, to a certain extent, has offset the
profit growth as a result of the rise in the sales prices of the Company’s products. In
addition, since the Company’s associated and invested companies were in difficult
operation, the Company was exposed to risk in connection to its creditor’s rights to
those companies. Based on the principle of sound operation, the Company made a
provision of approximately RMB110,000,000 for bad debts, which was the main reason
for the heavy loss incurred by the Company during the first half of the year.

5. Liquidity and source of capital

As at 30 June 2003, the Group had cash and cash equivalents of RMB140,211,000,
including a deposit of USD12,300(2002: USD1,614,000) and a deposit of
HKD9,998,000 (2002: HKD12,052,000),  down RMB12,343,000 from
RMB152,554,000 as at the end of 2002. Net cash outflow generated from financial
activities was used to finance borrowings and investment activities.
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6. Borrowings

As at 30 June 2003, the total loans due from the Group were RMB1,058,143,000,
including a foreign currency loan of RMB7,643,000, (original amount: Euro
886,000). All loans bear interest rates at the rates determined by OECD and
China Statutory Current Assets Loan interest from time to time. The Group did
not enter into any financial instruments for hedging purposes. As at 30 June
2003, the gearing ratio (the total loans/shareholders’ funds) of the Group was
99.9%, up 11.3% compared to that of 2002.

7. Risks of exchange rate fluctuations

Since the Group’s assets, liabilities and transactions were principally denominated
in Renminbi, exchange rate fluctuations did not have any material impact on the
Company.

8. Capital expenditure

The Company estimated that the capital expenditure for 2003 would be
approximately RMB3,512,000 which is mainly used to finance the Company’s
construction projects. The planned capital expenditure will be financed by the
income generated from operation activities and credit facilities provided to the
Group by banks or government.

9. Debt-equity ratio

The debt-equity ratio for the current period was 1.48 while that of last year was
1.28.

10. Investments in the reporting period

(1) 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) There was no investment financed by funds other than the proceeds in the
reporting period.

11. Explanation of the warning and reasons for the possible loss from the beginning
of the year to the end of the next reporting period or significant changes incurred
as compared with that of the corresponding period of last year.

As the Company has made provision for bad debts in the first half of the year
and the price of heavy oil, which is the fuel used for the Company’s production,
has increased, resulting in an increase in the cost, it is expected that there may
be loss for the period from the beginning of the year to the end of the next
reporting period.

12. Explanation by the Company’s management of the changes in matters in
connection with the audit opinion issued by the auditors last year, and of the
details on dealing with the situation

The Board of Directors has given an explanation on the matters in connection
with the audit opinion issued by the auditors last year, and satisfactory results
have been made after measures were taken. Satisfactory results were gradually
seen after the Group optimised product mix during the reporting period as gross
profit of products has increased.
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(2) Business Prospects

1. Our unique competitive edges and various other external favourable factors
serve as a favourable requirement and a firm basis of our determination
to accomplish objectives and tasks.

(1) The Company has competitive edges in terms of scale, technology
and brand name. By protecting and taking advantage of these edges,
the Company’s competitiveness will be further enhanced.

(2) With respect to the strategies for products, the competitiveness of
products  wil l  be obviously enhanced by unfolding our
competitiveness edges through the adjustment of the mix of our
three principal products. This will definitely become a major profit
centre for the Company.

— Longbo’s technology in the making of ultra-thin glass is improving,
production is becoming more stable, total production yield rate
has obviously been increased, product quality is increasing and
most importantly our products are more well-received. The situation
is improving every month as we have a batch of steady customers.
In addition, we have succeeded in launching 2 mm glass targeting
at high-end automobiles. With the increased quality of our ultra-
thin glass products, the Company will subsequently move into the
high-end STN sector. As the market is growing in size, there will
be more room for profitability.

— As a result of major improvement in the on-line glass plating and
moulding technology of production line No. 3, product quality has
improved significantly. Following researches and practices by the
production technicians, a major breakthrough has been made, in
terms of technology and quality, in on-line glass plating and
moulding which is another new product upon completion of the
Company’s adjustment of product mix. Firstly, the production
technology is more mature, production and quality are more stable,
the production yield rate increases substantially and the production
cost is declining gradually with increased technological standards.
Secondly, product quality has improved obviously. In addition,
with the implementation of the strategy for changing product
colours, production of F Green, H Green and Grey glass was carried
out on a alternative basis so that products of different colours
stayed at a high sales price and were able to meet the demand for
exported glasses. In this way, there will be large room for
profitability of production line No. 3.

— large glass sheet of production line No. 1 is another focus in our
adjustment of product mix. We are currently ready for carrying out
renovation. The feedback from the market suggests that large and
thick glass sheets hold market potential and their prices are very
satisfactory. Economic benefits are expected to be generated soon.
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Furthermore, since Shaobo has not made much investment, it does
not have any financial burden so that it has been able to maintain
production costs at a relatively low level. As a result, the Company
has been able to make profit despite tense competition in the market
over the past several years. Since Shaobo is able to further reduce
its costs, the profitability of its products can be greater. On the
other hand, the market for ocean blue glass has been performing
satisfactorily. Bada can be described to be gradually entering into
a stage of stability upon completion of the air-conditioning project
and trial production in the first half of the year. In particular, the
development of glasses with a thickness of more than 8 mm has
completely changed the situation that green glass can be produced
only in the upper cave dwelling period and that only one single
product mix is available. Given the Company’s geographically
favourable location, the distance for the transport of products to
Guangdong becomes short and in such way, the Company is
obviously able to enjoy competitive edge.

2. We have come across various external favourable factors. Firstly, the
great objective for the establishment of a well-off society was specifically
set in the proposal put forward at the CPC 16th National Congress, which
displays in front of us a broad development outlook and provides
tremendous opportunities for the development of the glass industry.
Moreover, Beijing’s Olympic Games project, Shanghai’s successful bid
for holding the World Expo, acceleration of establishment of towns and
townships, etc. will lead to a great demand for glasses. According to
relevant information, the global demand for flat glass sheets will grow at
4% annually in the next four years. In the PRC, the real property sector
will enter into a new 20-year sustained growth period in the beginning of
the century and urbanization process will also last for 20 years. Huge
urban residential construction projects will lead to a satisfactory growth
in the glass industry for 5 to 10 years. Demand from the market for
automobile glasses will increase from 5,000,000 square metres in 2000 to
12,000,000 square metres in 2010. In addition, other products such as low
radiation glass and hollowed glass will command a higher growth. With
economic development, increased quality of life of residents and growing
awareness of environmental protection, the demand for glass is increasing.
Quality float flat glass and new model energy-saving glass will become
the mainstream products in the market, thus offering us more space for
development. Secondly, the domestic market for glass will gradually enter
into the conventional peak season. Despite the SARS outbreak in the past
few months, the domestic economy maintained a strong growth, suggesting
that the Chinese economic development has become more mature and
entered into a new development cycle. Following the implementation of
effective control measures for SARS, various industries have shown signs
of recovery.

3. In the second half of the year, the Company will take full advantage of
its own unique competitive edges and various other favourable factors by
strengthening management, enhancing quality, reducing costs and
exploring new markets. We can definitely go through the most difficult
times with the efforts of all our staff.


