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COSMOS MACHINERY ENTERPRISES LIMITED

(Incorporated in Hong Kong with limited liability)

INTERIM RESULTS ANNOUNCEMENT

FOR THE SIX MONTHS ENDED 30TH JUNE, 2001

INTERIM RESULTS

The board of directors (the ``Board'') of Cosmos Machinery Enterprises Limited (the ``Company'') announces that the unaudited consolidated results of the Company and its subsidiaries (the ``Group'') for the six months ended 30th June, 2001 with comparative figures for the corresponding period in 2000 are as follows:

Condensed Consolidated Income Statement



Six months ended 30th June,


Notes
2001 
2000 



(Unaudited) 
(Unaudited
 and restated) 



HK$'000 
HK$'000






Turnover 
2
 657,048
836,923 

Cost of sales 

 (517,841)
(647,927) 






Gross profit 

 139,207
188,996 

Other revenue 

 13,855
18,952 

Distribution costs 

 (47,097)
(61,516) 

Administrative expenses 

 (120,978)
(111,277) 

Provision for bad and doubtful debts 

(11,428)
(2,946) 






(Loss) profit from operations 
3
 (26,441)
32,209 

Finance costs 

(12,343)
(11,955) 

Investment income 

 1,161
1,021 

Gain (loss) on disposal of subsidiaries 

4,654
(293) 

Loss on disposal of associates 

(788)
---

Share of results of associates 

6,845
3,233 






(Loss) profit before taxation 

(26,912)
24,215

Taxation 
4
3,239
4,840 






(Loss) profit before minority interests 

(30,151)
19,375

Minority interests 

6,345
15,085






Net (loss) profit for the period 

(36,496)
4,290 






(Loss) earnings per share 
5
(5.7  cents) 
0.67 cent

Notes

1.
Significant accounting policies

The unaudited condensed consolidated interim financial statements of the Group have been prepared in accordance with Statement of Standard Accounting Practice 25 (``SSAP 25'') Interim financial reporting except that the comparative figures of the condensed consolidated cash flow statement have not been prepared as the Company has taken advantage of the transitional provisions set out in the Rules Governing the Listing of Securities on the Stock Exchange of Hong Kong Limited (the ``Listing Rules''). The accounting policies and basis of preparation are the same as those used in the annual financial statements for the year ended 31st December, 2000, except as described below.

In the current period, the Group has adopted, for the first time, a number of new and revised Statements of Standard Accounting Practice issued by the Hong Kong Society of Accountants, which has resulted in the adoption of the following new accounting policies.

Segment reporting

In the current period, the Group has changed the basis of identification of reportable segments to that required by SSAP 26 Segment Reporting. Segment disclosures for the six months ended 30th June, 2000 have been amended so that they are presented on a consistent basis.

Goodwill

In the current period, the Group has adopted SSAP 30 Business Combinations and has elected to restate goodwill (negative goodwill) previously eliminated against (credited to) reserves. Accordingly, the amount of such goodwill (negative goodwill) has been remeasured in accordance with the requirements of SSAP 30. Accumulated amortisation and impairment losses in respect of goodwill between the date of acquisition of the relevant subsidiary and the date of adoption of SSAP 30 have been recognised retrospectively. Negative goodwill which would have been recognised as income between the date of acquisition of the relevant subsidiary and the date of adoption of SSAP 30 has been recognised retrospectively. Following restatement, goodwill is presented as an asset in the balance sheet and negative goodwill is presented as a deduction from assets. Goodwill is amortised over its estimated useful life, i.e. over periods ranging between 5 and 20 years. Negative goodwill will be released to income based on an analysis of the circumstances from which the balance resulted.

2.
Segmental information

The Group's turnover and contribution to (loss) profit from operations for the six months ended 30th June, 2001 and analysed by business segment and geographical market are as follows:


Turnover 
Six months ended 
30th June,
Contribution to (loss)
 profit from operations 
Six months ended 
30th June,


2001 
2000 
2001 
2000 


HK$'000
HK$'000
HK$'000
HK$'000







By business segment:











Trading of industrial consumables 
105,943
213,966 
(35,212)
(7,332) 

Plastic processing/products 
 99,768
103,510 
16,756
12,694

Industrial machinery 
222,049
268,312 
8,269
36,824

Electronic products
118,229
126,200 
(9,057)
(3,744) 

Printed circuit board 
91,656
95,337
4,481
9,138

Others 
19,403
29,598 
(11,678)
(15,371) 








657,048
836,923 
(26,441)
32,209







Finance costs 


(12,343)
(11,955) 

Investment income 


1,161
1,021 

Gain (loss) on disposal of subsidiaries 


4,654
(293) 

Loss on disposal of associates 


(788)
--- 

Share of results of associates 


6,845
3,233







(Loss) profit before taxation 


(26,912)
24,215







By geographical market:











Hong Kong 
166,436
155,803 
(25,583)
(6,541) 

Other regions in the People's Republic of China 
219,811
419,887 
(10,539)
25,584 

Other Asia-Pacific countries 
140,243
146,289 
5,465
5,970 

Europe 
94,787
53,817 
6,318
6,050 

North America 
35,771
61,127 
(2,102)
1,146 








657,048
836,923 
(26,441)
32,209 







Finance costs 


(12,343)
(11,955) 

Investment income 


1,161
1,021 

Gain (loss) on disposal of subsidiaries 


4,654
(293) 

Loss on disposal of associates 


(788)
---

Share of results of associates 


6,845
3,233 







(Loss) profit before taxation 


(26,912)
24,215 

3.
(Loss) profit from operations 


For the six months ended
30th June,





2001 
2000 


HK$'000 
HK$'000 





(Loss) profit from operations has been arrived at after charging:











Depreciation and amortisation on: 



Owned assets 
24,443
24,256 

Assets held under finance leases and hire purchase contracts 
 3,448
2,681 

Goodwill 
1,501
2,134 

Loss on disposal of property, plant and equipment 
1,113
769 





and after crediting:







Negative goodwill released 
3,213
3,213

4.
Taxation 


For the six months ended
30th June,





2001 
2000 


HK$'000 
HK$'000 





The charge comprises:







Hong Kong Profits Tax 
1,183
1,997 

Overseas taxation 
1,165
2,614

Deferred taxation 
210
--- 





Taxation attributable to the Company and its subsidiaries 
2,558
4,611 

Share of tax on results of associates 
681
229 






3,239
4,840 

Hong Kong Profits Tax is calculated at 16% (2000: 16%) on the estimated assessable profit for the period.

Taxation arising in other jurisdictions is calculated at the rates prevailing in the relevant jurisdictions.

Pursuant to relevant laws and regulations in the People's Republic of China (the ``PRC''), certain of the Group's PRC subsidiaries are entitled to an exemption from PRC enterprise income tax for two years starting from their first profit-making year, followed by a 50% reduction for the next three years.

5.
(Loss) earnings per share

The calculation of the basic (loss) earnings per share for the period is based on the net loss for the period of approximately HK$36,496,000 (2000: profit of approximately HK$4,290,000, restated) and on the weighted average number of shares in issue during the period of 640,831,772 (2000: 639,116,819).

No diluted loss per share has been presented for the period ended 30th June, 2001 as the exercise of the share options and warrants would result in a decrease in the loss per share.

No diluted earnings per share has been presented for the period ended 30th June, 2000 because the exercise price of the Company's options was higher than the average market price for shares for the period.

Interim Dividend

The Board has resolved not to declare an interim dividend in respect of the six months ended 30th June, 2001 (2000: Nil).

Business Review and Prospects

Business Review

The consolidated turnover of the Group for the first half of the year amounted to approximately HK$657,048,000, a decrease of 21% over the corresponding period last year. During the period under review, operating loss of approximately HK$26,441,000 and the net loss attributable to shareholders of approximately HK$36,496,000 was recorded. 

During the period under review, various sectors of the Group experienced difficulties and challenges. A decline in turnover was recorded because the business in the trading sector of the Group experienced considerable shrinkage. To accomplish the strategic adjustment of the Group, activity of machinery trading in the People's Republic of China (the ``PRC'') was ceased. As a result, a loss was suffered during the period.

In the second quarter of the year, slowdown in the market of the United States (the ``US'') has gradually emerged and posed a great impact to the market directly related to export. Having encountered shrinkage in export orders, customers became prudent and conservative in investment of new equipments. Demand for quality industrial components also decreased. However, domestic market in the PRC still developed steadily. Being less influenced by the markets of Europe and the US, markets in the Northeastern and Northwestern Provinces of the PRC developed desirably as envisaged. Foreign investments were still active in the Eastern Provinces of the PRC.

Under this market atmosphere, though there was growth in markets of plastic injection moulding machines in the Eastern and Northeastern Provinces of the PRC, there was quite a distance comparing the consolidated results of the first half-year with those of last year. As a result, the operation of the plastic injection moulding machine was unsatisfactory during the period. Prototypes of the ``All electric plastic injection moulding machine'' successfully developed last year has been put in production recently; response from trial of clients was quite promising. Other new models will be added to this machine series.

Markets of both electronic audio products and printed circuit board were influenced by the sluggish markets in Europe and the US, results were undesirable in the first half-year. However, there is positive feedback to newly developed products and newly explored markets, results could be expected to turn around slightly next half-year.

Business of plastic products and plastic processing was less affected. There was improvement in consolidated results over last year. Under development and strategies of the Group, business could be prudently expanded in accordance with our plan.

Exploration of the market of industrial consumables and parts in the Northwestern Provinces of the PRC has begun to take effect; growth in results of the region was more desirable comparing with last year. However, under the impact of decline in the US market, the consolidated results still diminished.

Prospects

In view of the sluggish US market with no recovery in near future, the Group, apart from making corresponding provisions, is actively regulating the structure of operation in various member corporate to press down the cost as well as to enhance adaptability. Based on our emphasis on research and development in the past, with new products and new business directions, we will pave our way for challenges in new markets.

Liquidity and Financial Resources

The Group finances its operations with internally generated cash flow and banking facilities provided by its bankers in Hong Kong and China. Both the liquidity ratio and gearing ratio were maintained at a healthy level as in line with the Group's prudent cash management strategy. Inventory level was strictly controlled and accounts receivable was closely monitored. The Group's gearing ratio as at 30th June, 2001 was 2.7% (31st December, 2000:1.3%) which was calculated based on long term borrowings of approximately HK$17,035,000 (31st December, 2000: approximately HK$8,668,000) and shareholders' funds of approximately HK$629,706,000 (31st December, 2000: approximately HK$668,482,000).

Audit committee

The interim results have been reviewed by the Audit Committee.

Code of Best Practice

None of the Directors of the Company is aware of any information that would reasonably indicate that the Company had not been for any part of the six months ended 30th June, 2001, in compliance with the Code of Best Practice as set out in Appendix 14 of the Listing Rules, except that the non-executive directors of the Company are not appointed for specific terms but are subject to retirement by rotation and re-election in accordance with the Company's Articles of Association.

EMPLOYEES AND REMUNERATION POLICY

As at 30th June, 2001, the Group has approximately 6,000 employees (2000: approximately 7,000), remunerations were formulated in accordance with market trends and performance of employees. Benefits have included schemes of insurance, retirement, share option and so on.

Purchase, Sale or Redemption of the Company's Listed Securities

During the six months ended 30th June, 2001, there has been no purchase, sale or redemption by the Company or any of its subsidiaries of the Company's listed shares.

Publication of detailed results on Stock Exchange's Website

The Company's interim results containing all the information required by paragraph 46(1) to 46(6) of Appendix 16 of the Listing Rules will be published on the website of the Stock Exchange in due course.


On behalf of the Board


TANG To


Chairman

Hong Kong, 25th September, 2001

The Company's interim results can also be accessed through the internet at the Company's website, www.cosmel.com. 
Please also refer to the published version of this announcement in the (Hong Kong iMaIl)
PAGE  
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