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REVIEW OF OPERATIONS

Group Results

2001 was a remarkable year for

the Group.  Dr iven by the

satisfactory performance of our

core business of steel cord

manufactur ing,  the Group

a c h i e v e d  a  n e t  p r o f i t

attributable to shareholders of

HK$20 million, equivalent to 4.2 times of the net profit attributable to shareholders of HK$4.7 million

for the corresponding year of 2000.

Turnover increased by 10.7% to HK$187.1 million during the year under review. The Group had

discontinued certain business operations during 2000, when turnover of these discontinued operations

was excluded, turnover of the Group increased by 31.4% when compared to the corresponding year

of 2000. The strong growth was coming from our core business of steel cord manufacturing, which

reported an increment of 58.9% for the year.

Gross profit for the year amounted to HK$54.2 million, an increase of 60% as compared to the

corresponding year of 2000. Gross profit margin also jumped from 20% to 28.9%, attributable to

the significant increase in turnover of continuing operations and cost reductions of our steel cord

manufacturing business during the year.

With relevance to expenses, distribution costs and administrative expenses dropped by 25.3% and

14.8% to HK$659,000 and HK$25.4 million respectively. Both the disposals and discontinuation of

certain business operations during 2000 and our continuous implementation of cost control measures

during 2001 contributed to the drop of expenses; while finance costs decreased by 52.5% to

HK$4.9 million, primarily the result of the reduction of interest bearing loans during the year.

PRINCIPAL BUSINESSES

Manufacturing of Steel Cord

The Group’s steel cord manufacturing

division had a successful year of operations

in 2001. It achieved an operating profit

of HK$32.6 million for the year ended

31 December 2001, an increase of 3.8

times as compared to HK$6.8 million for

the corresponding year of 2000.
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Turnover for the year reached to HK$144.6 million, an increase of 58.9% as compared to

HK$91 million for the corresponding year of 2000. The significant growth in turnover was attributable

to improving quality of steel cord products that spurred additional demand from our customers.

Driven by the increase in turnover, gross profit also significantly increased by 135.3% to HK$50.6 million.

Gross profit margin jumped from 23.6% in 2000 to 35% in 2001, attributable to lowering production

and selling costs resulted from greater economies of scale.

Processing and Trading of Copper and Brass Products

Our business of processing and trading of copper and brass products was affected by the sluggish

economic development of the major Western countries, including the United States and Europe,

during 2001. Exports and re-exports of industrial and consumable products from Hong Kong to

overseas countries fell sharply during the year, this lowered the demand from our customers that are

mainly manufacturers and exporters of these products in Hong Kong. The situation was further

aggravated by the September 11 Tragedy and the volume of customers’ orders and sales had shown

a setback in growth during the fourth quarter. Furthermore, the amount of non-recurrent bad debt

recovery was much less than that of 2000, these caused the operating profit of this business

dropped by 90.3% to HK$306,000.

Despite the downturn in the second half year of 2001, turnover of this business was still able to

maintain a growth of 3% to HK$41 million for the year, this was attributable to the strong demand

in the first half year as compared to the corresponding period in 2000.

During the year under review, gross profit decreased by 15.8% to HK$2.98 million, while the gross

profit margin also dropped by 1.6% to 7.3% when compared to the corresponding year of 2000.

However, this was acceptable when considering the sharp fluctuation in the copper price as quoted

by the London Metal Exchange from a level of US$1,800 per tonne in early 2001 to as low as

US$1,400 per tonne during the year.

Property Development and Investment

The Group’s property development and investment business comprise property development business

in Shanxi Province, the People’s Republic of China (the “PRC”) which is operated by Shanxi Shengjia

Real Estate Developing Co., Ltd. (“Shanxi Shengjia”) and the letting of properties in Hong Kong.

The performance of this business was relatively sluggish during the year under review because it was

affected by the slowdown of operations of Shanxi Shengjia, which contributed a major portion of

turnover of this division. Turnover for the year amounted to HK$1.5 million which represented a

sharp decrease of 87.3% as compared to the corresponding year of 2000. It recorded an operating

loss of HK$120,000.
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In line with our strategy to concentrate the Group’s financial resources to develop our core businesses

that are more promising, we had disposed of 63% interest in Shanxi Shengjia in August 2001 (the

“Disposal”). The Disposal constituted a connected transaction of the Group and was approved by

the Company’s shareholders at the extraordinary general meeting held on 28 September 2001. The

Group’s interest in Shanxi Shengjia was reduced to 25% after the Disposal and is accounted for as a

jointly controlled entity in the Group’s financial statements. As already mentioned in the circular

dated 30 August 2001 to our shareholders, we intend to continue to look for other opportunities to

dispose of our remaining 25% interest in Shanxi Shengjia. However, we have no intention at present

to dispose of our portfolio of properties in Mainland China and Hong Kong.

Jointly Controlled Entity’s and Associate’s

Business

The operating environment of the pre-stressed

concrete strands and wires industry in the PRC

remained intense. Fierce competition forced

the price of pre-stressed concrete strands and

wires to drop further during the year. However,

our jointly controlled entity and associate

engaged in this business were still able to

record satisfactory profits through increasing

production capacity, enhancing operational

efficiency, and the development of new product lines.

Shanghai Shenjia Metal Products Co., Ltd., our 25% owned jointly controlled entity, recorded a

turnover of HK$291.7 million for the year under review, representing a drop of 5.9% as compared

to the corresponding year of 2000. Its profit before tax was also dropped by 13.7% to HK$28.8 million

as compared to the corresponding year of 2000. As such, the

Group’s share of its profit before tax was dropped by 24.8% to

HK$7.2 million during the year.

Xinhua Metal Products Co., Ltd., our 16.75% owned associate,

recorded a turnover of HK$276 million for the year under review,

representing an increase of 15.1% over the corresponding year

of 2000, while its profit before tax slightly increased by 3.1%

to HK$28.3 million. We shared HK$4.7 million of the profit

before tax for the year ended 31 December 2001, a 3.1%

increase as compared to 2000.
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CAPITAL STRUCTURE, LIQUIDITY AND FINANCIAL RESOURCES

Net asset value of the Group at 31 December 2001 amounted to HK$393.7 million, an increase of

6.2% as compared to HK$370.8 million at 31 December 2000. The Company had a total issued

share capital of 765,372,000 shares at 31 December 2001 and hence the net asset value per share

was HK$0.51, up HK$0.03 when compared to HK$0.48 at 31 December 2000.

The Group held liquid cash and bank balances of HK$24.6 million at the year end. Current assets

amounted to HK$154.4 million and current liabilities was HK$85.9 million, while long term liabilities

was just HK$20,000. The current ratio (current assets/current liabilities) was 1.8 times (2000: 2

times) and the gearing ratio (total bank borrowings/shareholders’ equity) further dropped to 11% at

31 December 2001 (2000: 14.3%). This low gearing provides a solid ground for the Group to

expand its core business operations.

Total bank borrowings of the Group at 31 December 2001 amounted to HK$43.2 million, of which

69.8% was denominated in Renminbi (“RMB”), 5.4% in Hong Kong Dollars (“HKD”) and 24.8% in

United States Dollars (“USD”), the relevant portion at 31 December 2000 was 62.2%, 13.1% and

24.7% respectively. Although the Group does not have any USD income to meet the repayment of

USD loans in the normal circumstances, however, in so far as the exchange rate peg between HKD

and USD is maintained, the directors believe the Group will not be exposed to any significant risk

from exchange rate fluctuations amongst RMB, HKD and USD.

Regarding the nature and maturity of these bank borrowings, HK$8.7 million was trust receipt loans

whose repayments would be covered by the ongoing business receipts of the Group, while

approximately HK$33.2 million was working capital loans which were revolving in nature and could

be rolled over under normal circumstances. The directors do not foresee any difficulties in meeting

these financial obligations during the year ending 31 December 2002.

BUSINESS DEVELOPMENT PLAN AND CAPITAL COMMITMENT

Manufacturing of Steel Cord

The production of Jiaxing Eastern Steel Cord Co., Ltd. (“Jiaxing Eastern”) which engaged in the

manufacturing of steel cord was near to its capacity at the end of 2001, and we expect that it will

reach full production capacity during 2002. To cater for increasing customers’ demand and to

enhance operational efficiency, we have scheduled to enlarge the capacity of Jiaxing Eastern’s

production line from existing 9,000 tonnes per annum to 12,000 tonnes per annum by the end of

2002. Total investment costs for the expansion is approximately HK$37 million, which will be

financed by the Group’s working capital and bank loans.
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Processing and Trading of Copper and Brass Products

Our Hong Kong operations of copper and brass products business is very dependent on the

performance of the exterior economy, especially those matured and developed region such as North

America and Europe. In contrast, the PRC is one of the fastest growth developing countries and is

one of the biggest markets of copper consumption. We anticipate the demand for copper will

accelerate after its entry into the World Trade Organisation (“WTO”). In view of this, we have

planned to spend approximately HK$2 million of internal cash to establish a production plant in the

Pearl River Delta Region to develop the PRC market. The plant is scheduled to commence operation

during the third quarter of 2002.

EMPLOYEES AND REMUNERATION POLICIES

At 31 December 2001, the Group had a total of 395 (2000: 396) employees located in Hong Kong

and the PRC. Remuneration packages, which include an element of discretionary bonuses, are

generally reviewed annually. In addition to salary payments, other staff benefits include medical

subsidies, hospitalization scheme and a defined contribution provident fund, Mandatory Provident

Fund Scheme and other retirement scheme or similar defined contribution provident fund stipulated

by the State Regulations of the PRC which provide retirement benefits to employees in Hong Kong

and the PRC respectively. Contributions to these schemes are charged against profits as they are

incurred. The amount charged to the consolidated profit and loss account for the year amounted to

HK$740,000.

In addition, the Group had adopted a share option scheme on 11 March 1992 (the “Existing

Scheme”). The board of directors (the “Board”) may exercise its discretion to grant share options to

any director and employee as an incentive to the contribution to the Group under the Existing

Scheme. However, the Existing Scheme would expire after the balance sheet date. As such, an

ordinary resolution will be proposed at the forthcoming annual general meeting of the Company for

the approval of the adoption of a new share option scheme (the “New Scheme”). A circular

containing details and conditions of the New Scheme and a summary of the principal terms of the

rules of the New Scheme will be despatched to the shareholders of the Company in due course.

No share options were issued under the Existing Scheme during the year, nor any share options

outstanding at 31 December 2001.
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CHARGE ON ASSETS AND CONTINGENT LIABILITIES

As an ongoing practice, the Group pledged part of the assets to its principal bankers as securities

for granting of banking facilities (which comprise trade facilities and working capital loans) to the

Group. At 31 December 2001, assets with total value of HK$50.4 million had been pledged to

bankers, details as follows:

1. Leasehold land and buildings and investment properties with an aggregate net book value of

HK$36.6 million;

2. Land use rights with a net book value of HK$12.8 million; and

3. Time deposits amounting to HK$1 million.

Furthermore, the Group’s interest in a jointly controlled entity with a carrying value of

HK$42.8 million was also pledged to a related company for loans advanced to the Group.

In addition to above, the Group also executes corporate guarantees for bank loans granted to a

jointly controlled entity to finance its working capital. These corporate guarantees are provided in

proportion to the Group’s interest in the jointly controlled entity and are renewable on an annual

basis. The amount of guarantees granted at 31 December 2001 amounted to approximately

HK$24.5 million.

BUSINESS OUTLOOK

The business environment in the PRC will be more opened to foreign

investors after its entry into the WTO. It is anticipated that the influx

of foreign investments covering a wide variety of industries will speed

up in the foreseeable future which will bring both positive and negative

impact to the Group’s businesses. We believe the PRC market will be

full of opportunities and potential for business development. As

mentioned in the “Business Development Plan and Capital

Commitment” section above, the Group planned to further develop its

core businesses of manufacturing of steel cord and processing and

trading of copper and brass products through the expansion of

production capacity and the establishment of distribution network in

the mainland in a cautious manner. In view of the above expansion together with a stable income

and return provided by our jointly controlled entity and associate engaged in the manufacturing of

pre-stressed concrete strands and wires, the Board has committed the Group to maintain stable

growth in profits and is confident that the Group will provide a satisfactory return to shareholders in

2002.


