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REVIEW OF OPERATIONS

During the reporting period, the Group continued to be
engaged principally in its core business of trading of
building materials and engineering equipment. On 21
December 2001, the Company announced its intention
to discontinue the business of investment in the

technology sector.

The financial performance of the Group is highly
correlated to the activity levels in the construction
sector in Hong Kong. The real estate market sentiment

remained sluggish in 2001 and this had adversely

affected our financial performance. The Group’s
turnover amounted to HK$521 million in 2001,
representing a decline of approximately 9.9%

compared with 2000 (2000: HK$578 million). Group
loss attributable to shareholders for the year was
HK$53.5 million compared with a profit of HK$2.0
million in 2000. The current year’s loss included the
additional cost provision of HK$18.6 million for our
contracting business, deficit of revaluation of other
leasehold properties of HK$5.1 million, cost of closing
down the office for the investment operations at
HK$1.8 million and HK$15.8 million one-off charge on

the Group’s technology investments.

Despite the scaling down of our contracting business,
the Group has achieved some growth in the trading
operations. Outstanding orders on hand as at end of the
period amounted to HK$447 million, representing a
slight increase of approximately 3% over last year (At
31 December 2000: HK$435 million).

Starcase Limited, a subsidiary of the Company, which

made an investment in the Wit Soundview
Dawntreader Fund Il (Dawntreader Fund) has entered
into creditor’s voluntary liquidation. HK$15.8 million
of the Group’s investment in Dawntreader Fund,
represented by the revaluation deficit previously kept in
the reserve account (representing 85% of the total

investment of HK$18.5 million), has been charged to
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the profit and loss account in 2001. China Interactive
Media Group (CIMG), the Group’s other technology
sector investment located in Beijing, is in the process of
developing into a multi-media Company with core
business in publication of magazines. Consistent with
the Group’s prudent approach, full provision of HK$7.8
million has already been set aside into the revaluation
reserve for CIMG in June 2001.

In view of the unfavourable conditions of construction
projects, the Group has also scaled down its marble
and air conditioning contracting operations. In the past,
the Group was able to negotiate with the main
contractors and developers to settle variation orders,
claims and contra-charges reasonably. However, the
situation changed recently and the Group found it more
difficult to reach reasonable settlement with its
customers on contracting works. Also as part of the
divestment strategy, the Group has taken a conservative
approach to set aside HK$18.6 million additional cost
provision for contracting business. The Group believes
that the chance of further provision with similar
magnitude would be remote in the future because of

the reducing size of contracting operations.

LIQUIDITY AND FINANCIAL RESOURCES

The Group maintained a healthy balance sheet at the
end of the period with cash in hand of HK$413.8
million, most of which have been placed in time
The

Group had no bank borrowing as at end of the

deposits with reputable financial institutions.
reporting period and thus maintained zero gearing (at
31 December 2000: 0.74% — a calculation based on
short and long term interest bearing bank/other
borrowings of HK$5.1 million and shareholders’ fund
of HK$693 million). As disclosed in the Post Balance
Sheet Event section below, the Group used HK$387.1
million of the surplus fund to repurchase 395,000,000
shares of the Company. After this share repurchase
exercise, the Group still maintains a healthy working

capital structure to finance its traditional business. In
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managing the foreign currency risk, the Group has
continued with its hedging policy through booking of

forward foreign exchange contracts.

CONTINGENT LIABILITIES

Certain subsidiaries have given undertakings to the
banks that they will perform certain contractual non-
financial obligations to third parties. In return, the
banks have provided performance bonds and letters of
guarantee to third parties on behalf of the subsidiaries.
As at 31 December 2001, the amount of guarantees
outstanding was HK$32,618,000 (At 31
2000: HK$18,042,000).

December

Starcase Limited, the subsidiary of the Company which
made an investment in Dawntreader Fund has gone
into creditors’ voluntary liquidation. Starcase Limited
had a commitment to contribute US$5 million,
equivalent to HK$39 million, to the Dawntreader Fund
of which approximately US$2.4 million, equivalent to
approximately HK$18.5 million, had been paid up. The
Group considers that the liquidation process would

limit further financial exposure to the Group.

BANK FACILITIES WITH ASSET PLEDGED

A property with net book value of HK$53 million at
year ended 2001 held by a subsidiary of the Group is
pledged to a bank to obtain banking facilities.

EMPLOYEES

At the end of the period, the Group employed around
160 and 200 employees in Hong Kong and the
Mainland respectively. The Group continues to provide
remuneration packages to employees with reference to
prevailing market practices. As a result of the share
repurchase offer of the Company, the Group’s share
option scheme expired on 14 February 2002. The

Company will consider a new share option scheme in
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due course to compliment the remuneration packages

of key employees.

POST BALANCE SHEET EVENT

On 22 November 2001, the Company announced that
a conditional cash offer (Offer) would be made by ICEA
behalf of
repurchase up to 395,000,000 shares of the Company

Capital Limited on the Company to
at a price of HK$0.98 per share. All the conditions of
the Offer were satisfied on 15 January 2002 and
395,000,000 shares were repurchased and cancelled
by the Company. The pro forma unaudited
consolidated net tangible assets of the Group, adjusted
based on the audited consolidated net tangible assets of
the Group as at 31 December 2001, is approximately
HK$240.6 million. This
unaudited adjusted consolidated net tangible assets per

share of HK$1.07 after the completion of the Offer. To

represents a pro forma

reflect the strategic change of the Group, the name of
the Company has been changed back to Arnhold
Holdings Limited with effect from 16 January 2002.
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