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4.

1

MANAGEMENT DISCUSSION AND ANALYSIS

Business review for the first half of the year

Market condition and implementation of measures:

The Company is the place of origin of one of the three major float glass
production bases “Luoyang Float Glass” in the world. Possessing six production
lines of float glass, the Company is a major producer and distributor of float
glass in the PRC. During the reporting period, the Company encountered new
situations both internally and externally due to a) market demand for float
glass grew slowly because of the macro control policies imposed by the State
for tightening investment in fixed assets; b) eight production lines of float
glass commenced operations in the PRC since the start of 2004 providing an
additional capacity of 19,000,000 weighted cases, resulting in much fierce
market competition; c) rising prices of raw materials such as silicon sand and
soda ash that added the difficulties to cost control of the Company. Besides,
the tight supply of rail and road transport services and electric power also
imposed significant impact on the Company’s production and operation; d)
after the Company reported a net loss in last year’s annual report, a number of
banks either asked for repayments of loans or higher interest rates on the
existing loans provided to the Company, and these led to financing problems.
In view of these difficulties and unfavorable factors, we strived to strengthen
internal management, accelerate the restructuring of product mix and take
initiative to embrace changes in the market. Meanwhile, we made great efforts
to capitalize on business opportunities, enhance sales and marketing of products
and expand the sales of high value-added products. Through the adoption of a
series of proven and effective measures, we have managed to achieve sustainable
and encouraging results in both production and sales.

During the reporting period, the Company focused on the following measures:

1. Regulating management procedures with an emphasis on optimizing
operating efficiency and lowering costs, and strengthening corporate
governance for the purpose of raising the quality of management:

a. Adhering strictly to the “belt-tightening” principle so as to
exercise vigorous control over expenses for non-production
purposes; encouraging the Company’s staff to save costs by
implementing and reinforcing control and approval in the
procurement of large office equipment, deployment of local
workers and power usage in the workplace; and
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b. Regulating management procedures and rationalizing duties and
responsibilities of staff to establish a streamlined and highly
effective operating system.

Concentrating on the allocation of capital by achieving a breakthrough
in financial management to improve budgeting, costing, control on level
of expenditure and fund management, and to reduce expenses by:

a. Setting cost-reduction targets based on profit indices for all levels
of operation in an effort to tighten control over expenditure;

b. Beefing up financial management in respect of pricing and credit
controlling while plugging respective loopholes; and

C. Improving fund and capital management to minimize financial
expenses.

Strengthening production and organization management and speeding
up the adjustment of product mix to realize the goals of refining the
composition of all product lines and securing stable production:

a. Improving coordination in production and operation sectors as
amean to sustain the high quality and stability of all production
lines; and

b. Optimizing the product mix as well as the production-to-sales

process with a market-oriented approach to maximize the
Company’s cost-effectiveness as a whole; expanding the
production of high value-added products like extra thick glass,
large glass and ultra-thin glass, while at the same time reducing
the production of products which prices were falling rapidly
due to the excessive market supply and low margin.

Accelerating reform of the Company’s sales system to enhance the
implementation of marketing strategies and to capture market
opportunities for maximum cost-effectiveness:

a. Driving the sales and organizational reform to reorganize the
float glass market and to take full advantage of the Company’s
sales network;

b. Improving marketing planning for smooth integration into target
markets and ensuring timely realization of cost-saving goals;

C. Adapting to changes in the float glass market proactively to
minimize potential influence and impact;

d. Allocating resources in a reasonable manner to expand export
of its products (the Company generated a foreign currency
revenue of US$5,207,000 and achieved a profit of
RMB?7.,591,000 by exporting 442,000 weighted cases to overseas
markets in the first half of 2004);
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e. Paying high regard to collecting and analyzing market
information to enhance marketability of products and its
understanding of market trends; increasing inventories of
products whose prices are constantly rising while reducing
inventories of those with falling prices; setting the ability of
predicting market trends and capturing business opportunities
as an appraisal requirement; raising the timely fulfillment rate
of procurement contracts of price-rising materials to minimize
procurement cost arising from newly signed contracts.

5. Strengthening control over the subsidiaries to improve their operating
conditions and profitabilities.

Problems and weaknesses in operation during the reporting period

Firstly, there are still discrepancies between the three principal products that
have undergone restructuring and market demand. Although Longmen has
accomplished its production and sales targets for ultra-thin glass, it failed to
maintain product quality and stability as expected. In particular, some problems
reoccurred. In order to fully satisfy market demand, the Company has to
improve the F-green online glass plating technology of production line No. 3
as soon as possible and to raise the ratio of finished products and the percentage
of excellent class products. The commercialization of 19mm and 15mm ultra-
thick large glass sheets is progressing slowly. The 19mm ultra-thick glass has
yet to come into mass production and commercialization.

Secondly, the Company is also making slow progress in its internal reform.
Greater efforts need to be made for accelerating the pace of establishing
appropriate systems for division of work, staff motivation and supervision to
work out ways of further expanding business operations. Moreover, problems
and weaknesses existing in the Company’s management must be addressed.

Thirdly, the increasing complicated business environment has a significant
negative influence on the Company’s production and operation. Some issues
that we now face are actually underlying problems that we failed to deal with
in the past and that caused us substantial losses.

Fourthly, profitability of subsidiaries remains at a low level; some continued
to record losses. In the first half of the year, a number of subsidiaries engaging
in the production of float glass recorded operating profits, though their
profitabilities still lag behind that of private enterprises. As the Company is
still not competitive enough as a whole, our profit-making capability depends
heavily on market conditions.

Fifthly, facing the bottlenecks of tight supply of coal, power, oil and transport
in the national economy, we have adopted a series of measures but failed to
minimize the impact of such bottlenecks.
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Market share of principal products

The Group’s leading product, float sheet glass, captures a large market share
in the central, southwest, eastern and northern parts of the PRC. The global
market only accounts for about 6.93% of the turnover of the Group.

Source of liquid fund and capital (prepared in accordance with IFRS)

As at 30 June 2004, the Group had cash and cash equivalents of
RMB123,314,000, including a US dollar deposit of US$10,600 (at 31 December
2003: US$10,600), a HK dollar deposit of HK$6,891,000 (at 31 December
2003: HK$6,981,000) and a pound deposit of £nil (at 31 December 2003:
£5,600), up by approximately RMB41,035,000 from RMB&2,279,000 as at
the end of 2003. Net cash outflow generated from financial activities was used
to finance borrowings and investment activities.

Borrowings (prepared in accordance with IFRS)

As at 30 June 2004, the total loans due from the Group were
RMB1,000,077,000, including a foreign currency loan of RMB8§,623,000,
(original amount: Euro 834,000). The term of loans range from 1 to 20 years.
All loans bear interest rates at the rates determined by Organisation for
Economic Co-operation and Development and China Statutory Current Assets
Loan interest from time to time. The Group did not contract for any financial
instrument as hedging vehicle. As at 30 June 2004, debts to equity ratio of the
Group was 1.21 (which is calculated by dividing total borrowings over
shareholders’ funds) down by 7% as compared to that of 31 December 2003.

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 Group.

Capital commitment
The Group’s capital commitment as at 30 June 2004 was approximately
RMB941,000 which was mainly used to finance the Group’s construction

projects.

The gearing ratio for the current period was 1.62 while that of last year
was 1.77 (prepared in accordance with IFRS).

Pledge of assets of the Group

As at 30 June 2004, the Group has pledged its bank deposits of RMB88,075,000
(at 31 December 2003: RMB105,899,000) for bills payables and short term
loans.
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Includes: Related party transactions

10.  Contingent liability
As at 30 June 2004, the Group had contingent liability amounting to
RMB?3,000,000.
11.  Employees
As at 30 June 2004, the Company had 4,849 employees.
12.  Principal operations by industries and products
As the Group’s turnover and operating results were mainly generated from the
manufacture and sales of float sheet glass, no segment report by business type
was provided. Details on related party transactions are set out in note 35 to the
interim financial report prepared in accordance with the PRC Accounting Rules
and Regulations.
E:s 3/ E:5 3/ Bk
1% 1% BRR BARLE Uk E4g AT R
FHWA  EBEA (%) FIBIBEM (%) IR (%) B (%)
ARWFT T AR
Increase/ Increase/
(decrease) of  (decrease) of
income from cost of Increase
principal principal of gross
operations as  operations as margin ratio as
compared to  compared to compared to
Income from Cost of Gross the same the same the same
principal  principal margin period last period last period last
operations operations ratio (%) year (%) year (%) year (%)
RMB’000  RMB’000
531,029 392,961 26.00 37.27 11.74 16.91
10,927 8,086 26.00 (38.37) (49.83) 1691

Pricing policy for
connected transactions:

Explanation on
necessity and
continuity ofrelated
party transactions:

Based on market prices available to independent
customers

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

During the reporting period, the connected transactions in relation to the sales
of products by the Company to controlling shareholders and its subsidiaries
amounted to RMB10,927,000.
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13.

14.

15.

16.

Geographical analysis of principal operations
EL-£2 1/ UN EBRBWOA B AL W R (%)
Increase/(decrease) of income from
principal operations as compared
to the same period last year (%)

Income from
principal operations

ARBFTT
RMB’000
494,252 54.03
36,777 (44.25)

Major changes in percentage of profitability gross profit of principal
operations over the previous reporting period and explanations of reasons

In the first half of 2004, the gross profit was 26.00%, representing an increase
of 11.37% when compared to the 14.63% of last year. The growth of increase
is 77.72%. The main reason for the increase was that the Company optimized
sales policy, enhanced the adjustment of product structure and increased the
sales volume of high value-added ultra-thin products, which led to the relatively
significant increase in prices. In the first half of the year, the sales volume of
1.Imm ultra-thin glass accounted for 90% of the sales volume for the whole
of 2003 and the increase of the product’s selling price (on average) was 7.51%.

The analysis of the reasons for the significant changes in the composition
of profits as compared with last year

The accumulative net profit realized in the first half of 2004 amounted to
RMB34,088,000, representing an achievement of improved performance of
RMB376,601,000 as compared with the net loss of RMB342,513,000 last year.
The main reasons were: (1) due to the increase in the selling prices of products
leading to the increase of 11.37% in the profitability of principle operations;
(2) the relatively larger provision of bad debt last year leading to the costs in
the period increased by RMB306,815,000 when by compared with the period;
and, (3) investment income increased by RMB73,427,000 when compared with
last year.

Operations of investee companies (applicable to situations where
investment revenue accounted for 10% of net profit)

e YNCEA Name of investee company FERA AL TR A FRA R
A E R E S Contribution of investment income in the period 3,600 JC
RMB3,600,000

i BT AR A LLE  Ratio of net profit of the Company 10.56%
B i Scope of operation Petroleum
YERlii

61,400F 70

A Net profit RMB61,400,000

15 <49



17~

18 ~

19~

=4

W BB L

() AAFRTEREMARAFEEERL
554 W 4 0 6 A AE A 3 4t T 0 1
o

@ WAL S R 1
% -

T AR T — 3B 1 SR A v
il 2 s Ao L SR B 2 K 5 5
B o B JEE TR )

AN FEFHEA R T — e AR B R A
FIETRE A BLA o

O SRR WS B LA B
51 Bl B S AL B o AV DL 09 BE W)

@M LA DR R R E
W AFEFG OB R
BT WA Wk MR AR S B AL i
MR CIEL BB EmTAEm -

(Z) AAZZRNAETREZHRE

SRl AR B G N AR A

B I SRRV RS B AT [ TR R - (B2
TEBREE Sy AR T LA R R
BT EELATAN

A~ RERPSEIRUAMRMERRAD A LRRAE S
EHYIEWATHR R o

MR Sk E Bk EEUAT

=

TEF B R AR [ I > AFTEE 2 A
WFIRE - BRI O TS -

EMITEN A E IR S  EE25ET ET
B TR MR IR G BB
SATRRATTE > R T AR E AR BERE T fh
THEER R TR LIS (R BT
BIE) U W B T 5 B PR R AT
THES: -

16

2

17.

18.

19.

Investments in the reporting period

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

Warning and explanation of the estimation of the accumulative net profit
from the beginning of the year to the end of the next reporting period may
be losses or have significant changes when compared with the
corresponding period last year

It is estimated that the accumulative net profit from the beginning of the year
to the next reporting period should be a positive figure.

Explanation of the management of the Company on the “non-standard
opinion” given by auditors which involved changes of events and its
treatment in previous year

The matters involved in the “non-standard opinion” given by auditors in
previous year, the Director of the Company has already made relevant
explanation and adopted relevant measures by which effectiveness was
achieved. During the reporting period, the effectiveness of the optimisation of
product structure has gradually realised with the increase of gross profit of
product.

Business outlook for the second half of 2004

The Group expects to face the following problems and challenges:

L.

Despite that the float glass market sees a rebound in product prices, business
prospect remain difficult to be predicted given the current uncertainties together
with the commencement of operation of some new production lines in the
second half of the year.

Prices of raw materials such as soda ash and silicon sand continued to show an
upward trend, which would lead to a higher production cost and less room for
making profits.

Production cost will also rise due to increased electricity fees caused by tight
power supply.

Notwithstanding such difficulties and challenges, we witness many favorable
factors that will bring unique opportunities for increasing cost-effectiveness.

With the float glass market recovering and prices showing a steadily growing
trend, the market of float glass for construction purpose is expected to show
steady growth, however, this will be followed by a downturn because of the
start of operation of some new production lines. The market of high-end float
glass for automobiles and electronics, especially ultra-thin float glass, will
remain stable and on a rise.
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To achieve maximum profits, we will implement the following measures in
the second half of 2004:

Accelerating the modification of product mix to sharpen the Company’s
competitive edge and its ability to embrace new market trends;
strengthening production and cost controls to expand the room for
generating profits:

1) Securing stable production of ultra-thin glass to maintain product
quality and consolidate its competitiveness; 2) expanding the weighting
of thick sheets and thin sheets of production line No. 1 in the Company’s
production and sales to raise their value; 3) increasing output and sales
volume of coated glass of production line No. 3; 4) strengthening
production cost control to achieve ample room for profits; 5) upgrading
production management to raise production stability; 6) beefing up
systematic analysis and research on technological improvement to lay
a solid foundation for securing output and raising product quality.

With the objective of maximizing cost-effectiveness, the Company
endeavors to improve market forecast and take measures to embrace
emerging trends and increase sales volume of high value-added
products:

1) Promoting the sales of and developing markets for ultra-thick glass,
ultra-thin glass and coated glass; 2) expanding the direct sales of core
user products step-by-step to reduce the number of intermediaries; 3)
improving coordination between the Company and its subsidiaries in
terms of product sales; 4) stepping up efforts to expand export of float
glass to realize a larger growth in export volume in the second half of
the year; 5) upgrading market forecasts to formulate contingency plans
in response to potential risks.

Strengthening specialized management to expedite corporate reform
and restructure of system:

1) Strengthening various specialized management tasks to raise the
standard of corporate governance; 2) tightening control over
procurement of materials to get rid of profit-making hindrances; 3)
improving the quality of management of and services offered by the
subsidiaries; 4) pushing organizational reform forward to enhance
internal mobility; 5) setting up an effective motivation mechanism to
rationalize the work allocation system by highlighting the varied
income-generating capabilities between principal and ancillary
businesses, and key support roles.
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