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COSMOS MACHINERY ENTERPRISES LIMITED

(Incorporated in Hong Kong with limited liability)

ANNOUNCEMENT OF RESULTS FOR THE YEAR ENDED 31ST DECEMBER, 2001

RESULTS

The board of directors (the "Board") of Cosmos Machinery Enterprises Limited (the "Company") announces that the audited consolidated results of the Company and its subsidiaries (the "Group") for the year ended 31st December, 2001 with comparative figures for last year are as follows:


Notes
2001 

2000 






(As restated)




HK$'000

HK$'000


Turnover 
2
1,294,747

1,622,796


Cost of sales 

(1,057,918
)
(1,283,307
)








Gross profit 

236,829

339,489


Other revenue 

37,922

38,214


Distribution costs 

(87,319
)
(122,323
)

Administrative expenses 

(213,555
)
(184,746
)

Other operating expenses

(7,603
)
(5,222
)

Allowance for bad and doubtful debts 

(41,185
)
(29,280
)








(Loss) profit from operations 
3
(74,911
)
36,132


Finance costs 

(24,222
)
(24,289
)

Investment income 

602

1,012


Gain on disposal of subsidiaries 

5,301

5,918


(Loss) gain on disposal of associates 

(615
)
640


Share of results of associates 

14,407

9,084









(Loss) profit before taxation 

(79,438
)
28,497


Taxation 
4
7,751

11,392









(Loss) profit before minority interests 

(87,189
)
17,105


Minority interests 

1,939

10,790









Net (loss) profit for the year 

(89,128
)
6,315









(Loss) earnings per share - basic
5
(13.91) cents

0.99 cent


Notes

1.
ADOPTION OF STATEMENTS OF STANDARD ACCOUNTING PRACTICE/CHANGES IN ACCOUNTING POLICIES


In the current year, the Group has adopted for the first time a number of new and revised Statements of Standard Accounting Practice ("SSAP(s)") issued by the Hong Kong Society of Accountants. Adoption of these SSAPs has led to a number of changes in the Group's accounting policies. In addition, the new and revised SSAPs have introduced additional and revised disclosure requirements which have been adopted in these financial statements. Comparative amounts for the prior year have been restated in order to achieve a consistent presentation.


The adoption of  these new and revised SSAPs has resulted in the following changes to the Group's accounting policies that have affected the amounts reported for the current or prior periods.


Leases


SSAP 14 (Revised) " Leases" has introduced some amendments to the basis of accounting for finance and operating leases, and to the disclosures specified for the Group's leasing arrangements. These changes have not had any effect on the results for the current or prior accounting periods and, accordingly, no prior period adjustment has been required. Disclosures for the Group's leasing arrangements have been modified so as to comply with the requirements of SSAP 14 (Revised). Comparative amounts have been restated in order to achieve a consistent presentation.


Segment reporting


In the current year, the Group has changed the basis of identification of reportable segments to that required by SSAP 26 "Segment Reporting". Segment disclosures for the year ended 31st December, 2000 have been amended so that they are presented on a consistent basis.


Goodwill


In the current year, the Group has adopted SSAP 30 "Business Combinations" and has elected to restate goodwill and negative goodwill previously eliminated against or credited to reserves. Accordingly, the amount of such goodwill and negative goodwill has been remeasured in accordance with the requirements of SSAP 30. Accumulated amortisation in respect of goodwill between the date of acquisition of the relevant subsidiary or associate and the date of adoption of SSAP 30 has been recognised retrospectively. Negative goodwill which would have been recognised as income between the date of acquisition of the relevant subsidiary or associate 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. Negative goodwill will be released to income based on an analysis of the circumstances from which the balance resulted.


The financial effect of the adoption of the new/revised accounting policies described above is summarised below:


Capital

Retained





reserve

profits

Total



HK$'000

HK$'000

HK$'000


Balance at 1st January, 2000







As previously stated
11,469

93,304

104,773


Restatement as an asset of goodwill held in reserves with







  retrospective recognition of accumulated amortisation
20,659

(11,251
)
9,408


Restatement of negative goodwill held in reserves with







  retrospective release to other revenue
(32,128
)
18,731

(13,397
)









As restated
 -

100,784

100,784


2.
SEGMENTAL INFORMATION


Business segments


For management purposes, the Group is currently organised into five operating divisions - trading of industrial consumables, manufacturing of plastic processing/products, manufacturing of industrial machinery, manufacturing of electronic products and manufacturing of printed circuit boards. These divisions are the basis on which the Group reports its primary segment information.


Segment information about these businesses is presented below:




Plastic





Printed









Industrial 

processing/

Industrial

Electronic

circuit

Other







consumables
 
products

machinery

products
 
boards

operations

Eliminations

Consolidated


2001
HK$'000

HK$'000

HK$'000

HK$'000

HK$'000

HK$'000

HK$'000

HK$'000


TURNOVER

















External sales
210,392

190,742

445,716

254,665

170,557

22,675

-

1,294,747


Inter-segment sales
3,483

27,152

11,277

-

-

-

(41,912
)
-




















Total revenue
213,875

217,894

456,993

254,665

170,557

22,675

(41,912
)
1,294,747




















Inter-segment sales are charged at prevailing market rates

RESULT

















Segment result
(25,839
)
26,092

(20,127
)
(18,743
)
(421
)
(21,738
)
13,708

(47,068
) 



















Unallocated corporate expenses














(27,843
)



















Loss from operations














(74,911
)

Finance costs 














(24,222
)

Investment income 














602


Gain on disposal of subsidiaries 














5,301


Loss on disposal of associates 














(615
)

Share of results of associates 














14,407




















Loss before taxation














(79,438
)

Taxation














7,751




















Loss before minority interests














(87,189
)




Plastic





Printed









Industrial 

processing/

Industrial

Electronic

circuit

Other







consumables
 
products

  machinery

  products
 
 boards

 operations

Eliminations

Consolidated


2000
HK$'000

HK$'000

HK$'000

HK$'000

HK$'000

HK$'000

HK$'000

HK$'000


TURNOVER

















External sales
314,602

203,147

533,952

323,938

204,471

42,686

-

1,622,796


Inter-segment sales
4,250

36,088

15,447

-

-

-

(55,785
)
-




















Total revenue 
318,852

239,235

549,399

323,938

204,471

42,686

(55,785
)
1,622,796




















Inter-segment sales are charged at prevailing market rates

RESULT

















Segment result 
(9,181
)
23,075

44,971

(5,393
)
7,253

(7,865
)
4,967

57,827




















Unallocated corporate expenses














(21,695
)



















Profit from operations














36,132


Finance costs 














(24,289
)

Investment income 














1,012


Gain on disposal of subsidiaries 














5,918


Gain on disposal of associates 














640


Share of results of associates 














9,084




















Profit before taxation 














28,497


Taxation














11,392




















Profit before minority interests














17,105



Geographical segments


The Group's operations are located in Hong Kong, other regions in the People's Republic of China (the "PRC"), other Asia-Pacific countries, Europe and North America. The Group's trading of industrial consumables division is located in Hong Kong and the PRC. The manufacturing of plastic processing/products, industrial machinery, electronic products and printed circuit boards divisions are located in the PRC.


The following table provides an analysis of the Group's sales by geographical market, irrespective of the origin of the goods/services:


Sales revenue by
Contribution to


geographical market
profit from operations


2001

2000

2001

2000



HK$'000

HK$'000

HK$'000

HK$'000


Hong Kong
348,254

437,352

17,008

34,426


Other regions in the PRC
600,824

648,069

(54,237
)
13,189


Other Asia-Pacific countries
142,799

154,452

(3,110
)
2,789


Europe
123,182

255,690

(574
)
6,072


North America
79,688

127,233

(6,155
)
1,351













1,294,747

1,622,796

(47,068
)
57,827












Unallocated corporate expenses




(27,843
)
(21,695
)











(Loss) profit from operations




(74,911
)
36,132


3.
(LOSS) PROFIT FROM OPERATIONS 


2001 

2000 


HK$'000 

HK$'000 

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




Staff costs




  Directors' remuneration
6,423

7,687

  Salaries and other benefits
181,094

205,739

  Retirement benefits schemes contributions
4,255

3,910







191,772

217,336






Depreciation and amortisation




  Depreciation and amortisation on: 




  - Owned assets 
49,918

47,985

  - Assets held under finance leases and hire purchase contracts 
4,908

7,114

  Amortisation of goodwill (included in other operating expenses)
5,542

4,306







60,368

59,405






Auditors' remuneration
2,976

2,374

Deficit arising on revaluation of investment properties
1,350

500

Deficit arising on revaluation of leasehold land and buildings
711

416

Loss on disposal of property, plant and equipment 
3,424

2,023

and after crediting:




Commission income
5,323

10,971

Exchange gain
5,091

3,421

Handling and services income
759

4,299

Release of negative goodwill to income (included in other revenue) 
6,425

6,425

4.
TAXATION 


2001 

2000 



HK$'000 

HK$'000 


The charge comprises:





Hong Kong Profits Tax 





  Current year
2,090

3,772


  Overprovision in prior years
(88
)
(321
)








2,002

3,451


Taxation outside Hong Kong
3,887

7,121


Deferred taxation 
58

(226
)







Taxation attributable to the Company and its subsidiaries 
5,947

10,346


Share of tax on results of associates 
1,804

1,046









7,751

11,392



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


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

5.
(LOSS) EARNINGS PER SHARE


The calculation of the basic (loss) earnings per share for the year is based on the net loss for the year of approximately HK$89,128,000 (2000: net profit of approximately HK$6,315,000, restated) and on the weighted average number of shares in issue during the year of approximately HK$640,835,000 (2000: approximately HK$639,979,000).


The computation of diluted (loss) earnings per share for 2001 or 2000 does not assume the exercise of options and warrants because the exercise prices of the Company's options and warrants were higher than the average market price of shares for both years.

6.
CONTINGENT LIABILITIES


The Group


2001 

2000


HK$'000 

HK$'000 

Guarantees given to financial institutions in respect of




  credit facilities utilised by:




    Subsidiaries
-

-

    Outsiders
11,175

19,716







11,175

19,716

7.
PLEDGE OF ASSETS

At the balance sheet date, the following assets were pledged by the Group to secure general banking facilities:


Net book value


2001 

2000 


HK$'000 

HK$'000

 




Investment properties
13,500

-

Leasehold land and buildings
43,595

59,580

Plant and machinery
20,738

380

Bank deposits
1,107

1,872







78,940

61,832

DIVIDEND

The Directors of the Company do not recommend the payment of any dividend for the year ended 31st December, 2001 (2000: Nil).

BUSINESS REVIEW AND PROSPECTS

Results

The Group's consolidated turnover for the year of 2001 was approximately HK$1,294,747,000, representing a decrease of approximately 20.2% as compared to that of approximately HK$1,622,796,000 in 2000. During the year, the Group adopted assets rationalization and streamlined the businesses of its member companies, inducing considerable provisions for obsolete inventories and bad and doubtful debts and write-off of bad debts. This resulted in a loss before taxation amounting to approximately HK$79,438,000, whereas the profit before taxation for the year of 2000 amounted to approximately HK$28,497,000. The aggregate provisions for obsolete inventories, bad and doubtful debts and write-off of bad debts amounted to approximately HK$69,260,000, of which the provisions for obsolete inventories were approximately HK$28,075,000, and write-off of bad debts and the provisions for bad and doubtful debts amounted to approximately HK$41,185,000. For the year ended 31st December, 2001, loss attributable to the shareholders was approximately HK$89,128,000.

Review of Operations

Amid global economic downturn in the year of 2001, the Group's results were not quite satisfactory under the unfavourable impacts of slowdown of growth in China's exports, decrease in Hong Kong's exports, causing cooling off of investment sentiments, shrinking production scale, and sluggish consumption. Orders and sales were satisfactory in the first quarter in 2001, but the markets shrank remarkably since the second quarter. The Group implemented contingency measures with a view to minimize the impact, yet the tardiness in reaction was a good lesson for the management for further review and improvement of management standard. By making long-term development strategies and adopting a prudent approach, the Group is prepared for tougher challenges through continuous assets rationalization and effective enrichment of cashflows.

Amid cooling off of clients' investment sentiments, and still adopting cautious credit policy, the results of the machinery business were not so good as expected. Moreover, to put into effect the policy of assets rationalization, provisions for inventories and doubtful debts were made, amounting in aggregate to approximately HK$35,454,000. As the Group has long been concerned with products' research and development, a new series of plastic injection moulding machines with features of high efficiency and energy saving was launched to the market in late 2001, the design of all electrically driven plastic injection moulding machine had been rationalized with quite competitive price and would be launched in 2002. Besides, in March 2002, the Group signed a technology transfer agreement with Japan's UBE Machinery Corporation Ltd. ("UBE") for the manufacture of the series of large plastic injection moulding machines presently manufactured in Japan with UBE's technology and sale under its brand in China and other markets during the year. The new challenges from China's accession to the WTO will provide new stimulus of competition for the Group.

In the adverse market environment, provisions for obsolete inventories of approximately HK$4,237,000 made for the plastic products and plastic processing business has caused the results being not so satisfactory as expected. However, profits were still sustained. The business will be part of the Group's strategic planning to be expanded in a timely pace. The building of a new plant in Zhuhai will be completed and put into use at the end of the year 2002, and will make new profit contribution to the Group.

As for the business of printed circuit board, in order to develop towards the direction of multi-layer boards, we have moved into the new plant in the middle of the year 2001. Coincidently, loss was recorded in light of a shrinking market. Nevertheless, the Group is confident to see a turnaround to profit in the near term after prudent analysis.

Due to global sluggish consumption and decline in price of electronic parts, provision had to be made for inventories of the audio and electronic business and price had to be reduced to push sale, which resulted in a loss of approximately HK$10,282,000. However, with the reorganization well underway, results are expected to improve in the year 2002.

As for industrial consumables, the results were less than satisfactory as the expenses of new office led to an upsurge in costs owing to shrinking production scales of customers and under the strategy of developing the market of Northwestern China. The machinery and trading business, moreover, recorded loss due to the aggregate provisions for doubtful debts and inventories of in aggregate to approximately HK$26,087,000. However, as the consolidation period was completed, we are confident that profits will be achieved in the year 2002.

The year ahead will be filled with uncertainties. The market environment in early 2002 was better than that of late 2001. By adopting a highly cautious approach to cope with market changes, with the experience of the previous years and recovery of last year, we have confidence in meeting the challenges of the new year.

Liquidity and Financial Resources

As at 31st December 2001, the Group's shareholders' funds were approximately HK$579,854,000, compared with approximately HK$671,181,000 as at 31st December 2000.

The Group finances its operations with internally generated cash flow and banking facilities provided by its bankers in Hong Kong and China. The Group's gearing ratio as at 31st December, 2001 was approximately 3.57% (2000: 1.29%), and the liquidity ratio was approximately 1.31% (2000: 1.37%), both were maintained at a healthy level. As at 31st December 2001, cash, bank balances and time deposits amounted to approximately HK$54,061,000. All these reflect that the Group is in sound financial position.

AUDIT COMMITTEE

The annual 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 year ended 31st December, 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 31st December, 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 year ended 31st December, 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 results containing all the information required by paragraph 45(1) to 45(3) of Appendix 16 of the Listing Rules will be published on the website of the Stock Exchange in due course.

Appreciation

On behalf of the Group, I sincerely thank all staff for their dedication and effort, and suppliers, clients, bankers and shareholders for their support.

On behalf of the Board

TANG To

Chairman

Hong Kong, 23rd April, 2002

The Company's 2001 annual results can also be accessed through the internet at the Company's website, www.cosmel.com. 

NOTICE OF ANNUAL GENERAL MEETING

NOTICE IS HEREBY GIVEN that the Annual General Meeting of the Company will be held at Tang I, 3rd Floor, Sheraton Hotel & Towers, 20 Nathan Road, Kowloon, Hong Kong on Monday, 3rd June, 2002 at 9:30 a.m. for the following purposes:

1.
To receive and consider the audited financial statements and the reports of the directors and joint auditors for the year ended 31st December, 2001.

2.
To re-elect directors.

3.
To re-appoint joint auditors and authorise the directors to fix their remuneration.

4.
To transact any other ordinary business.

By Order of the Board

TANG To

Chairman

Hong Kong, 23rd April, 2002

Notes:

1.
A member of the Company entitled to attend and vote at the meeting is entitled to appoint one or more proxies to attend and, on a poll, vote in his stead. A proxy need not be a member of the Company.

2.
In order to be valid, a form of proxy, together with the power of attorney or other authority (if any) under which it is signed or a notarially certified copy of that power of attorney or authority must be deposited at the registered office of the Company, 8th Floor, Tai Tung Industrial Building, 29-33 Tsing Yi Road, Tsing Yi Island, New Territories, Hong Kong not less than 48 hours before the time appointed for holding the meeting.

3. The Register of Members of the Company will be closed from Thursday, 30th May, 2002 to Monday, 3rd June 2002 (both days inclusive) during which period no transfer of shares can be registered. In order to appear on the Register of Members on Monday, 3rd June, 2002, all share transfers, accompanied by the relevant share certificates, must be lodged for registration with the Company's Share Registrars, Secretaries Limited, at 5th Floor, Wing On Centre, 111 Connaught Road Central, Hong Kong, not later than 4:00 p.m. on Wednesday, 29th May, 2002.

Please also refer to the published version of this announcement in the Hong Kong iMail Post dated 24/4/2002
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