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BUSINESS REVIEW

For the year ended 31 December 2001, the Group incurred a loss attributable to shareholders of

HK$607.4 million, representing an increase in loss of HK$349.0 million from a loss of HK$258.4

million for the last year. This substantial increase in loss was mainly due to the huge increase in

the amounts of impairment of goodwill and impairment of fixed assets for the year. Impairment of

goodwill increased by HK$261.1 million, from HK$72.0 million in 2000 to HK$333.1 million in

2001. Impairment of fixed assets for the year amounted to HK$169.7 million, against HK$0.5

million for 2000.

These impairment losses were made in

accordance with Hong Kong Statement

of Standard Accounting Practice (“SSAP”)

30 “Business combinations” and 31

“Impairment of assets” issued by the

Hong Kong Society of Accountants. In

essence, the management considered it

appropriate to account for the losses for

impairment of assets,  so that the

reported financial statements could

accurately reflect the underlying assets

and financial position of the Group.

The recognition of impairment of goodwill and impairment of fixed assets had caused the basic loss per

share for the year to increase to HK28.9 cents, from a basic loss of HK13.6 cents per share for last year.

However, impairment of goodwill did not have any effect on the Group’s net asset values for both 2001

and 2000 because goodwill arising on consolidation had already been eliminated against reserves in

previous years. The charges to the Profit and Loss Accounts for 2001 and 2000 for impairment of goodwill

were matched by reversal in the reserves. As at 31 December 2001, net assets of the Group was HK$0.30

per share, showing a decline of HK$0.12 per share from HK$0.42 per share as at last year end.

Trading of steel products, and manufacture and sale of kitchen and laundry equipment

Shougang Concord Steel Holdings Limited and its subsidiaries (“Shougang Steel Group”) recorded a

turnover of HK$170.8 million for year ended 31 December 2001, representing a decrease of HK$126.5

million or 42.5% from that of last year. This significant drop in turnover was mainly attributable to the

contraction of sales volume in its steel trading business, driven by extremely weak conditions in the South

East Asian markets. Sales volume of steel products declined from 152,000 metric tonnes in 2000 to 55,000

metric tonnes in 2001. In view of the declining turnover, the management of Shougang Steel Group

tightened cost control measures and refined the processes of credit control and debt collection. As a result

of these proactive managerial actions, Shougang Steel Group achieved a profit of HK$0.8 million for 2001,

against a loss of HK$30.6 million for last year. This turnaround in profitability was mainly due to improvement

in cost controls and the write back of provisions for doubtful debts that were recovered in the year.
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Shipping

Shougang Concord Shipping Holdings Limited and its subsidiaries (“Shougang Shipping Group”) reported

a decline in turnover of HK$26.2 million or 8.0% for the year, from HK$325.9 million in 2000 to

HK$299.7 million in 2001. The global economic downturn had a substantial negative impact on the

market freight rates, which started to fall at accelerated speed since August 2001. The time charter

business was most hard hit and registered a significant shrinkage in operating revenue, resulting in an

apparent increase in loss over the year. Hampered by the poor performance of the time charter

business, Shougang Shipping Group suffered a loss attributable to shareholders of HK$23.5 million for

the year ended 31 December 2001. It represented an increase in loss by HK$13.2 million over last

year’s reported loss of HK$10.3 million. As it is expected that market freight rates will remain depressed

in the near future, the management will increase efforts in rates negotiation and cost control.

Manufacture and sale of steel products

Firstlevel Holdings Limited and its subsidiaries (“Firstlevel Group”) also experienced a contraction in

turnover for the year. Its sales amount decreased by HK$117.0 million, from HK$1,564.6 million in

2000 to HK$1,447.6 million in 2001. Sales volume fell by 7.2%, where approximately 635,000

metric tonnes of steel products were sold during the year. In a year of keen competition and

industry consolidation, market conditions in the PRC steel markets further deteriorated in the second

half of 2001 due to over supply of steel products by the manufacturers in relation to the sluggish

demand. To encounter the impinge, Firstlevel Group continued its strategy in adjusting its product

mix to accommodate more high yielding products, while implementing more stringent cost control

measures. These attempts to minimise operating loss were successful as Firstlevel Group’s loss for

the year, before accounting for impairment loss, amounted to HK$143.3 million. This represented

an improvement of HK$14.2 million or 9.0% when compared with the corresponding loss of HK$157.6

million for 2000. However, by adoption of SSAP 30 “Business combinations” and SSAP 31 “Impairment

of assets”, impairment losses amounting to HK$169.7 million and HK$72.0 million were charged

against fixed assets in 2001 and for goodwill in 2000, respectively. After deducting minority interests,

the attributable loss to the Group for the year ended 31 December 2001 was HK$169.5 million,

showing a marginal increase from last year’s level of HK$168.7 million.

Property investment, management and
developments

During the year,  Shougang Concord

Grand (Group) Limited and its subsidiaries

(“Shougang Grand Group” )  operated

under a highly competitive environment

in view of the persistent poor market

sentiment in the local property market.

In terms of performance, 2001 was a year

of disappointment for Shougang Grand

Group,  wh ich  reg i s te red  a  loss  o f

HK$72.8 mil l ion, against a prof it  of



Management Discussion and Analysis

Shougang  Concord  International  Enterprises  Company  Limited
○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○

A
N

N
U

A
L

 
R

E
P

O
R

T
 

2
0

0
1

P.11

HK$4.4 million in 2000. The significant decrease in profit in 2001 was mainly attributed to three

main factors. Firstly, it was due to the increase in provisions for bad debts by HK$17.1 million,

from HK$6.0 million in 2000 to HK$23.1 million in 2001. Secondly, a deficit on revaluation of

investment properties of HK$22.4 million was charged to the Profit and Loss Account this year.

The third main reason for Shougang Grand Group’s deterioration in profit was due to the poor

performance of its associate, Shougang Concord Technology Holdings Limited and its subsidiaries

(“Shougang Technology Group”), which encountered fierce market competition that impaired

profit and incurred a substantial loss for the disposal of a subsidiary during the year. Of the loss

incurred by Shougang Technology Group for the year ended 31 December 2001, HK$28.6 million

was attributable to Shougang Grand Group. Comparing to the performance for last year, the

lost in contribution by Shougang Technology Group to Shougang Grand Group amounted to

HK$30.3 million in 2001.

The Group’s share of the loss incurred by Shougang Grand Group for the year ended 31

December 2001 was HK$50.0 million. In view of the decline in value of the Group’s investment

in Shougang Grand Group and Shougang Technology Group, the Group adopted SSAP 30 and

SSAP 31 in the year to write off the goodwill arising on consolidation in relation to Shougang

Grand Group and Shougang Technology Group in the sum of HK$333.1 million. During the

year, the Board carried out in-depth studies to evaluate the Group’s investment in Shougang

Grand Group.

Manufacture and sale of metallic products and trading of copper and brass products

Shougang Concord  Century

H o l d i n g s  L i m i t e d  a n d  i t s

subsidiaries (“Shougang Century

Group”) marked another year of

success in performance. For the

year ended 31 December 2001

its turnover increased by 10.7%

to HK$187.1 million. The growth

rate in turnover was actual ly

3 1 . 4 %  f o r  i t s  c o n t i n u i n g

o p e r a t i o n s ,  w h e n  t h o s e

o p e r a t i o n s  t h a t  h a d  b e e n

d i scont inued  in  2000  were

excluded. Net profit attributable to shareholders for the year amounted to HK$20.1 million, an

increase of 3.2 times when compared with HK$4.7 million achieved in 2000. The surged growth

in turnover and profit were mainly derived from Shougang Century Group’s core business of

manufacture and sale of steel cord, where improved technical standard, better product quality,

economies of scale from increased sales volume, enhanced productivity and improved sales

management were key drivers to push profitability upwards.
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Manufacture and sale of electrical, electronic and telecommunication products

Shougang Concord Technology

Holdings Limited and its subsidiaries

(“Shougang Technology Group”)

incurred a loss of HK$62.7 million

for the year ended 31 December

2001, representing an increase in

loss of HK$44.0 million over that of

2000. During the year, Shougang

Technology Group encountered

fierce competition in its main market

segments, which was intensified

after the 911 tragedy in the United

States with apparent decrease in the

demand of consumer products including telecommunication and computer equipment. These

unfavourable factors had impaired Shougang Technology Group’s performance, which was further

worsened by the loss on disposal of a subsidiary of HK$19.6 million during the year.

LIQUIDITY AND FINANCIAL RESOURCES

The Group mainly financed its operations by cash generated from its business activities and

banking facilities provided by its bankers. In order to improve its financial position, the Company

generated net proceeds of approximately HK$89.4 million during the year for the placing and

subscription of its ordinary shares, further details of which are described under the paragraph of

“Capital structure” below.

The Group had aggregate banking facilities of HK$164.8 million with banking institutions in Hong

Kong and RMB411.7 million with banking institutions in the PRC as at 31 December 2001. These

banking facilities were utilised to the extent of HK$114.5 million and RMB385.3 million respectively.

The banking facilities in Hong Kong were secured by certain properties of HK$246.7 million, a

cash deposit of HK$3.0 million and certain shares in a Hong Kong listed subsidiary with an

aggregate market value of HK$31.2 million as at 31 December 2001. The banking facilities in the

PRC were secured by certain plant and machinery with an aggregate net book value of RMB430.7

million, cash deposits of RMB7.9 million and corporate guarantees from Shougang Corporation of

RMB324.6 million. There were no material changes in respect of the Group’s banking facilities,

their utilisation and values of assets pledged as securities as at 31 December 2001 when compared

with those as at last year end.

As at 31 December 2001, the Group’s financial position remained at a comfortable level. The

Group’s current assets as at the current year end amounted to HK$970.2 million, showing a slide

of HK$143.7 million from last year end’s level of HK$1,113.9 million. However, included therein

were the Group’s cash and cash equivalents, which only decreased by HK$38.5 million, from
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HK$229.6 million as at 31 December 2000 to HK$191.1 million as at 31 December 2001. In

contrast, the Group’s current liabilities decreased from HK$1,438.5 million to HK$1,206.1 million,

representing a decline of HK$232.4 million for the year. The Group’s short term interest-bearing

borrowings as included in the current liabilities amounted to HK$288.7 million, which recorded a

decrease of HK$135.6 million for the year. The Group’s current ratio (current assets divided by

current liabilities) improved to 0.80 times as at 31 December 2001, from 0.77 times as at last year

end. The Group’s gearing ratio (total debts divided by equity) as at the current year end stood at

2.62 times, which was quite similar to that of last year end. During the year, the Group had no

significant exposure to foreign exchange fluctuations and therefore no hedging arrangements

were made in this aspect.

CAPITAL STRUCTURE

On 12 June 2001, arrangements were made by the Company and CEF Capital Limited, the placing

agent, for the private placement by Jasmine Group Limited, a wholly-owned subsidiary of Shougang

Holding (Hong Kong) Limited (“Shougang HK”) which is the controlling shareholder of the Company,

of an aggregate of 200,000,000 existing ordinary shares of the Company at HK$0.46 per share to

independent investors. On the same date, Jasmine Group Limited also entered into an agreement

with the Company to subscribe for 200,000,000 new ordinary shares of the Company at a price of

HK$0.46 per share. All expenses relating to the placing were deducted from the aggregate

consideration received by the Company under the subscription. The resultant net proceeds of

approximately HK$89.4 million was mainly used by the Company to repay part of its existing

convertible bonds at the maturity date on 12 November 2001.

During the year, convertible bonds with an aggregate principal amount of HK$75,882,200 were

converted into ordinary shares of the Company at a conversion price of HK$0.38 per share,

resulting in the issue of 199,690,000 ordinary shares of HK$0.20 each in the Company, credited

as fully paid. Included therein were conversions by the respective wholly-owned subsidiaries of

Shougang HK and Cheung Kong (Holdings) Limited (“Cheung Kong”), a substantial shareholder

of the Company, of HK$58,900,000 and HK$15,200,000 respectively, into 155,000,000 and

40,000,000 ordinary shares of the Company. Accordingly, the principal amount of the convertible

bonds had been reduced from HK$294.4 million as at 31 December 2000 to HK$218.5 million,

which was then wholly redeemed at 110% of their principal amount by the Company at the

maturity date on 12 November 2001.

As a result of the aforesaid shares subscription and bond conversion events, the issued share capital

of the Company was increased by HK$79.9 million, from HK$379.2 million as at last year end to

HK$459.1 million as at 31 December 2001.

CONTINGENT LIABILITIES

The contingent liabilities of the Group, being guarantees in respect of performance bonds, increased

from HK$2.4 million as at 31 December 2000 to HK$3.5 million as at 31 December 2001.
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EMPLOYEES AND REMUNERATION POLICIES

The Group had a total of approximately 4,500 employees as at 31 December 2001.

The remuneration policies of the Group are to ensure the fairness and competitiveness of total

remuneration in order to motivate and retain existing employees as well as to attract potential

employees. Remuneration packages are structured in a way that takes into account local practices

under various geographical locations in which the Group operates.

The remuneration packages of Hong Kong employees include salary payments, medical subsidies, a

hospitalisation scheme and discretionary bonuses awarded on a performance basis. All of the

subsidiaries of the Group located in Hong Kong provide pension schemes for their employees in

Hong Kong as part of their staff benefits. The remuneration packages of certain employees in the

PRC include salary payments, discretionary bonuses on a performance basis, a welfare fund and

medical subsidies as part of their staff benefits.

GROUP REORGANISATION AFTER THE BALANCE SHEET DATE

On 12 April 2002, the Company announced a conditional Group Reorganisation which, in summary,

involved the following:

1. Issue of convertible note by a wholly-owned subsidiary of the Company to a wholly-owned

subsidiary of Shougang HK with a principal amount of HK$200 million to repay part of the

existing loans due by the Company to a wholly-owned subsidiary of Shougang HK.

2. Acquisition of a 51% interest in a power plant in the PRC by a wholly-owned subsidiary of the

Company from Shougang Corporation for a consideration of HK$198.2 million.

3. Disposal of a 50% interest in each of the three joint ventures in the PRC by certain wholly-

owned subsidiaries of the Company, in the proportion of 40% to Shougang Corporation for a

consideration of HK$81.5 million and 10% to a wholly-owned subsidiary of Shougang HK for

a consideration of HK$20.4 million, respectively.

4. Disposal of the Company’s 63.05% shareholdings in Shougang Concord Grand (Group) Limited,

in the proportion of 52.00% to a wholly-owned subsidiary of Shougang HK for a consideration

of HK$142.1 million and 11.05% to a wholly-owned subsidiary of Cheung Kong for a

consideration of HK$30.2 million, respectively.

The Board believes that the Group Reorganisation is an integral element to streamline the

corporate structure of the Group and the terms and conditions of which are determined after

arm’s length negotiations between relevant parties. The Board, including the independent non-

executive Directors, believes that such terms and conditions are fair and reasonable and are in
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the interests of the Group and the shareholders of the Company as a whole. Further details of

the Group Reorganisation were contained in the press announcement published on 15 April

2002. A circular, containing further information of the Group Reorganisation and the notice to

convene the extraordinary general meeting of the Company, will be dispatched to the shareholders

as soon as practicable.

PROSPECTS

The 911 tragedy in the United States had caused a detrimental effect to the global economies which

were featured by general decline in consumer spending and weak investment sentiment. However,

recent phenomenon suggests that the economy of the United States is on the way to recovery.

When this is materialized, the global economies should be in better shapes. Although the Group’s

principal business activities are conducted in the PRC and Hong Kong, it will nonetheless be benefited

by this situation. Moreover, the strong economic growth of the PRC and its accession to the World

Trade Organisation will create more business opportunities for the Group. The Group Reorganisation

that took place recently has formed a valid foundation for the future development of the Group’s

activities. It is therefore expected that, barring unforeseen circumstances, a marked improvement in

the Group’s performance will be achieved in the forthcoming year.

By Order of the Board

Cao Zhong

Managing Director

Hong Kong, 22 April 2002


