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 EHEHRERS R 4., MANAGEMENT DISCUSSION AND ANALYSIS
(=) k45 4 05 UL 1. Review of operation in the first half of 2006
L. B U AR i - L Market environment and measures taken:
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The Company is the place of origin for one of three great float glass production
methods “Luoyang Float Glass”. With ten production lines of float glass, the
Company is one of the largest manufacturers and distributors of float glass in
glass industry in the PRC.

In the first half of 2006, the sluggish glass market, surging prices of raw
materials, tight transportation, commencement of operation of new production
lines, shutdown of old production lines and water discharge for cool-down
maintenance, in particular, the tough situation arising from the declining selling
price and increasing cost in glass industry, witnessed obstacles faced by the
Company. During the Reporting Period, the Company and its subsidiaries all
registered a loss and some subsidiaries even suffered a noticeable loss.
Surrounded by such challenge, the Company mainly carried out the following
implementations:

Firstly, when new production lines of float glass has ignited and commenced
operation smoothly while production lines of Longfei Company has completed
water discharge for cool-down maintenance and production line II of the
Company has suspended production for water discharge as scheduled. In the
first half of 2006, the Company has ignited and commenced production for
the four production lines of float sheet glass, with another two lines carried
out cool-down maintenance and water discharge respectively, which is
unprecedented to the Company. The Company has successfully accomplished
those difficult tasks.

Secondly, new progress was made in product mix restructuring, laying down a
solid foundation to achieve sound effectiveness and efficiency in the second
half of 2006, namely, (i) on the ground that product quality and production
technology are improving due to technological renovations, enables Longhai
Company to successfully develop 1.1mm, 0.7mm and 0.55mm ultra thin
products, of which 1.1mm ultra thin glass was put on market in scale; (ii) The
operation and production of Longhao Company has been on the right track as
production line I met the production goal and production line II is achieving a
stable production and successfully produced 8mm, 11mm, 12mm and 15mm
thick glass; (iii) Longxiang Company is improving its production since
commencement of production with its indicators of production quality raised
rapidly; (iv) Significant progress on new online plating equipment was made
and newly ordered equipment will deliver for installation in near future. While
the system adopted the most advanced technology in the PRC, which secured
a stable and quality online plating glass, the unit cost is much lower as compared
with the plating system adopted in float plating plants; (v) Float plating factories
successfully produced colour glass with Ford blue and Luobo blue gray, which
diversified the series of colour glass of the Company.
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Thirdly, establishment of an economical enterprise is achieved to a certain
extent. Staff in all production lines is more aware of cost saving. Some measures
are receiving preliminary effect.

Fourthly, the completion of Share Reform paving a way to settle the capital
appropriated by major shareholders. The Company also created a platform for
speeding the reform of organizational structure and reform mechanism.

Problems encountered in work in the first half of 2006

Firstly, with an increasing number of subsidiaries, management innovation
could not cater for business transformation need and failed to achieve the
expected result. Being unable to carry out effective resources integration with
subsidiaries weakened the technological capability and professional
management, and led to a low efficiency of internal operation of the Company
as a whole. Resources utilization rate is low.

Secondly, although the Company has transferred its focus of profit and
management and brands to its subsidiaries, the weak management of the
subsidiaries proved that they are far from capable to meet the requirement of
sophisticated management. Soft management remains the major management
mode in some subsidiaries.

Thirdly, given that the Company is situated at Central China, the transportation
cost stayed at high level. There were no profitable products in over
10 production lines, as driven by the surging price of raw materials, weak
strength of self technological innovation and lack of new products and
technological know-how.

Fourthly, despite its commencement of production, the new subsidiary has not
yet reached the production goals. Some production lines remain unable to
achieve a long-term goal of quality and stable production, as some indicators
are failing to meet the design specification.

Fifthly, insufficient efforts were made for sales of value-added products. Since
a majority of sales goals set for ultra thin glass, ultra thick glass, online plating
glass, colour glass and glass packaging at the beginning of 2006 have not been
met, keeping the average selling price of products low.

Market share of major 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 7.17% of the turnover of the Group.
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IV. Liquidity and source of capital (prepared under IFRS)

As at 30 June 2006, the Group had cash and cash equivalents of
RMB153,047,000, including US dollar deposits of 2,354,000 (2005:
USD13,191,000) and HK dollar deposits of 7,124,000 (2005: 7,176,000),
representing an increase of RMB8,392,000 from RMB 144,655,000 as at the
end of 2005. Net cash outflow generated from operating activities was used to
finance borrowing and investment activities.

V. Loans (prepared under IFRS)

As at 30 June 2006, the total loans due from the Group were RMB997,460,000,
including a foreign currency loan of RMB7,380,000 (original amount:
Euro726,000). All loans bear interest rates based on floating rates determined
by Organisation for Economic Co-operation and Development and China
statutory current assets loan interest rate from time to time. The Group did not
contract for any financial instrument as hedging vehicle. As at 30 June 2006,
debts to equity ratio of the Group was 141.07% (which is calculated by dividing
total loans over total equity attributable to equity holders of the parent), up by
26.84% as compared with last year.

VI. Capital commitment
The Group’s capital commitment as at 30 June 2006 was RMB 13,472,000
which was mainly used to finance the Group’s construction projects and for
purchase of equipment.

VIIL. The gearing ratio for the current period was 269.03% while that of last year
was 184.14%. (prepared under IFRS)

VIII. Pledge of assets of the Group
As at 30 June 2006, the Group has pledged its bank deposits of
RMB129,675,000 (31 December 2005: RMB111,873,000) for bills payables
and short term loans.

IX. Contingent liability

During the reporting period, the Group had no contingent liability.
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X.  Principal operations by industry and product
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.

ER:E 3/ 1 ER £ 3/ ER €3/ 1
BoA JAs ZUHLES
ER -4 E8 EBREH AR W E4¢ AR
FHMA  EEA HE W W W
Increase / Increase /
(decrease) of (decrease) of
income from cost of Increase /
principal principal (decrease) of
operations as operations as profit margin
compared compared as compared
Profit with the with the with the
Income from Cost of marginof corresponding  corresponding  corrresponding
principal principal  principal period period period
operations  operations operations last year last year last year
(%) (%) (%) (%)
443,540 517,533 (16.72) (13.52) 21.29 TH#33.20
R
Decrease of
33.20
percentage
points
7,050 8,226 (16.72) (19.23) 13.29 TH33.20
R
Decrease
of 33.20
percentage
points
Pricing policy for a Based on market prices available for ordinary customers

connected transactions

Explanation on necessity ~ From the perspective of product chain, these transactions
and continuity of are necessary and ongoing, since products of the Company
connected transactions  are upstream products to connected parties.

Of which, during the period, the connected transaction in relation to the sale of products
and provision of services by the Company to its controlling shareholders and its
subsidiaries amounted to RMB7,050,000.

LUOYANG GLASS COMPANY LIMITED
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Principal operations in different regions

BEBHBA

Vo _BAE 9193 (%)

Increase / (decrease)

of income from principal
operations as compared with the
corresponding period last year

EBEHRA

Income from
principal operations

411,742
31,798

(8.54)
(49.30)

Major changes in profitability (gross profit margin) of principal operations
as compared with that of last year and the reasons

In the first half of 2006, the gross profit margin was -16.68%, representing a
decrease of 33.49 percentage points as compared to 16.81% of previous year.
The decrease was mainly due to the State’s macro economy control on heated
economy, particularly the adjustment on property sector and the imbalance
driven by a new round of rapid expansion of glass market since last year. The
imbalance has intensified the competition of the glass market. The product
prices saw a downward trend while the surging prices of raw material, mainly
the price of heavy oil, led to a significant increase in product cost of the
Company, which in turn saw a reverse relationship in the price of principal
products and their costs. As a result, the profitability (gross profit margin) of
principal operations increase substantially as compared with last year.

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

The Company recorded an accumulative net loss of RMB145,192,000 in the
first half of 2006, representing a further loss of RMB 148,606,000 as compared
to a profit of RMB3,414,000 last year. The loss was primarily because the
decline in selling price of products and price surge of heavy oil have resulted
in a significant increase in the Company’s product cost and a significant
decrease in its profitability. As a result, the profit of the Company directly
reduced by RMB143,000,000.
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Operations of investee companies (applicable to situations where
investment income from which represents 10% or more of the net profit)

Nil.
Investment during the reporting period

(1) The Company has not raised any fund during the period, nor raised any
fund in the previous period and its use subsisted in the reporting period.

(2)  Non-raised fund investment project of the Company during the reporting
period.

Warning and explanation of any estimated loss in retained profit from the
beginning of the year to the end of the next reporting period or significant
changes from the corresponding period last year

In view of the decreased selling prices of products as a result of fierce market
competitions together with the noticeable increase in cost, the Company
estimates that the retained loss remains from the beginning of the year to the
end of the next period.

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

For the matters involved in the “non-standard opinion” given by auditors in
previous year, the Director of the Company has adopted relevant measures by
to maintain the Company’s continuous operation during the reporting period.

Employees

As at 30 June 2006, the Company had 6,188 employees, of which 3,329 are
production workers, 169 are sales personnel, 342 are technicians, 104 are
financial personnel, 507 are administrative personnel and 1,737 are other staff
members. Among them, 438 employees graduated from colleges or universities,
representing 7.08% of the staff 1,337 employees graduated from professional
training colleges, representing 21.89% of the staff.
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(Z) AAZBEAETLEREHERY (2)  Business prospects for the second half of 2006
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1.

Favourable factors

(1) The total demand for glass showed an upward trend. The rapid growth of
demand for glass was triggered by (i) the rapid development of property; (ii)
the theoretical rapid growth of demand in the PRC glass market is realizing
due to the wide application of energy-saving construction; (iii) the rapid
development of automobiles and information industry provided room for
development for quality float glass and ultra thin float glass. (2) Glass
manufacturers and distributors have a strong desire to increase and maintain
stable prices. The high rising production cost of glass offset the fall in price.
Further to attaching importance on new products development and adjustment
of product mix, glass manufacturers and distributors also actively explore niche
markets and potential markets to satisfy the market in the largest extent. They
also joined forces to maintain the market environment and prevent vicious
competition. This plays an active role to stabilize and push ahead with the
glass market in the second half of 2006.

So far as the Company is concerned, favorable factors can be demonstrated as
follows: (1) competitiveness of products of the Company will be increased
due to commencement of operation of new production lines, more stable
production, improving product quality and increasing variety of products; (2)
The furnaces of all production lines, except for production line III of the
Company, are in their most productive stages, which help raising the output,
quality and finished product ratio and lowering the production cost; (3) The
product mix are optimized. The increased advantage of low cost of Longhao
Company is supplementary to that of ultra thin glass of Longhai Company and
Longbo. As products of Longfei Company and Longxiang Company are sold
in bundled manner, products of the Company are classified into smaller
categories so as to satisfy the needs of customers of from all walks of life; (4)
The Company has explored a number of major customers with strong financial
strength, which helps securing sales and stabilizing the selling prices; (5) Upon
reclassification of the workforce, the productivity of the Company has been
increased significantly and the ratio of staff salary to product cost was further
lowered.
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Adverse factors

Firstly, excessive growth of production capacity remains the greatest pressure
of the glass market. In the second half of 2006, there will be over 10 production
lines to be put into operation under practicable circumstances. Several
production lines of float glass are actively under construction or proposed to
be constructed, which impose a huge pressure on the glass market in the second
half of 2006.

Secondly, persistent price rise of raw materials led to a tight demand for funds
of manufacturers.

Thirdly, competition in glass market is changing. Faster pace of merger and
acquisition gave rise to fierce competition.

So far as the Company is concerned, unfavorable factors are as follows: (1)
Lack of fund is the key problem to the Company’s operation in the second half
of 2006; (2) Office relocation has been put on agenda. The Company may
consider relocate its second-tier premises first in the second half of 2006, which
will involve a large volume of manpower, materials and financial resources;
(3) The quality advantage of the Company’s products is weakened as feedback
from the market and customers. The share of low-end products is increased
upon commencement of operation of Longhao Company’s two production lines.
The product image of the Company will be affected if the quality cannot be
guaranteed.

In conclusion, embracing with opportunities and challenges, the environment
of glass market in the second half of 2006 is still difficult with fierce
competition.
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Measures to be taken:

Efforts will be put on implementation of sophisticated management and
establishment of economical enterprises. The Company will strive to lay a
solid foundation of management to raise its internal adaptability to market
changes.

The Company will speed up product mix adjustment, aiming to achieve long-
term stable production and raise its production ability to cater for the market.

1. The Company is committed to achieving production goals of new
production lines, developing the advantage of the new production lines
and speeding up product mix adjustment. (i) 1.1mm ultra thin glass of
Longhai Company requires to meet STN grade and satisfy customers
needs to reduce complaint on quality; (ii) by tackling key technological
problems, 0.7mm, 0.55mm ultra thin glass of Longhai Company will
be produced in scale so as to reduce product defect and meet the
requirement of commercialization. In particular, efforts will be put to
mass production of 3 types of ultra thin glass to maximize the finished
products ratio and quality stabilization. (2) Longhao Company will
endeavor to raise quality, control the cost and place stress on refined
management; (iii) Longxiang Company will strive to meet production
target in order to stabilize the production, raise the quality, control the
cost for improving economic efficiency; (iv) Longfei Company will
endeavor to meet production goal upon rollout of cool-down
maintenance and the production cost of glass is expected to remarkably
reduce as gas is used; (v) speed up installation of online plating
equipment of Longhao, aiming to produce quality online plating glass
by September; (vi) product quality will be improved due to by
technological renovation which accelerate the upgrade of the existing
equipment of online plating facilities in float glass plating plants.

2. Emphasis will be placed on stable production and increased efficiency
to ensure stable production. Accident rate will be reduced with enhanced
production stability of all production lines. Further, implementing a
production plan to arrange colour in scientific way will reduce the
frequency of color change and inefficient operation time, which reduce
the loss and maximize the profit. In addition, speed up the construction
of quality silicone sand plant will, in particular, resolve problems
encountered by Longhai Company and Longbo Company in the second
half of 2006, so as to reduce the adverse influence on production caused
by frequent replacement of silicone sand. Also, the Company will
include its subsidiaries in deployment system under a unified
management.
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LUOYANG GLASS COMPANY LIMITED
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For the six months ended 30 June 2006

(Prepared under the PRC Accounting Rules and Regulations)

The Company will target on market-oriented to exploit its product advantages
and maximize marketing to raise the adaptability to market change.

1. The Company will improve its adaptability, increase initiative of sales
of products and expand sales of value-added products. (i) increase sales
of value-added products including extra thick, ultra thin and online
plating glass. Efforts will be made, in particular, on sales of ultra thin
glass so as to increase sales of 1.1mm ultra thin glass of Longbo
Company and Longhai Company, and exploring the market of 0.7mm
ultra thin glass and achieving considerable sales. (ii) adopt different
strategies to expand products export, diversify the variety of exported
products and improve the selling price of exported glass as a whole.

2. The Company will strengthen control on procurement to lower the cost
by any means. In particular, review on tender of procurement of
subsidiaries will be strengthened.

The Company will enhance the skill training for staff, optimize the remuneration
policy and carry out the preliminary preparation for relocation of the Company.

The Company will take advantage of external environment and ensure the
settlement of capital appropriated by the substantial shareholder by the end of
the year with compliance to requirement of relevant governmental authorities.

4
"
=
&
i
By
By

©
O
O
N
T
o
o
Q
12
E
—
[0}
=
c




