Euro-Asia Agricultural (Holdings) Company Limited

歐亞農業(控股)有限公司

(Incorporated in Bermuda with limited liability)

INTERIM RESULTS

FOR THE SIX MONTHS ENDED 30TH JUNE 2001

HIGHLIGHTS

*
Turnover for the period increased to approximately RMB507 million and increased by approximately 52% as compared to the corresponding six months ended 30 June 2000

*
Net profit for the period increased to approximately RMB217 million and increased by approximately 146% as compared to the corresponding six months ended 30 June 2000

*
Gross profit margin for the current period is 47%, whereas the gross profit margin of the corresponding period was 31%

The Board of Directors of Euro-Asia Agricultural (Holdings) Company Limited (the "Company") is pleased to present the interim results for the six months ended 30 June 2001 of the Company and its subsidiaries (collectively the "Group"). The consolidated income statement of the Group for the six months ended 30 June 2001 and the consolidated balance sheet of the Group as at 30 June 2001 (the "interim financial statements"), which are all unaudited and certain are condensed along with selected explanatory notes, are set out below and have been reviewed by the Company's audit committee.

UNAUDITED CONSOLIDATED INCOME STATEMENT





Pro forma



For the six

for the six



months ended

months ended 



30 June 2001

30 June 2000



RMB'000

RMB'000

Turnover

507,119

334,061

Agricultural tax

(50,712
)
(33,406
)

Net sales

456,407

300,655

Cost of sales

(219,262
)
(195,697
)

Gross profit

237,145

104,958

Other revenue - Interest income

103

- 

Distribution expenses

 (12,812
)
(10,454
)

General and administrative expenses

(6,908
)
(6,004
)

Other operating expenses

(97
)
-

Profit from operations

217,431

88,500

Income tax

- 

- 

Net profit for the period

217,431

88,500

Appropriation to statutory reserve

(21,940
)
- 

Retained profit, end of period

195,491

88,500 

Earnings per share

RMB18.12 cents

RMB7.38 cents
*

*
The calculation of the pro forma earnings per share for the six months ended 30 June 2000 is based on the pro forma net profit for the period of RMB88,500,000 and 1,200,000,000 ordinary shares deemed to be in issue throughout the period.

UNAUDITED CONSOLIDATED BALANCE SHEET



As at

As at



30 June

31 December 



2001

2000



RMB'000

RMB'000

ASSETS

Non-current assets

Fixed assets

221,177

229,683

Long-term prepaid rental

6,440

6,625



227,617

236,308

Current assets

Inventories

90,257

52,786

Trade receivables

8,046

19,624

Deposits, prepayments and other receivables

71,374

7,353

Restricted bank deposits

- 

7,848

Cash and bank balances

166,138

5,639



335,815

93,250

Current liabilities

Trade payables

(10,312
)
(23,827
)

Accruals and other payables

(19,504
)
(18,015
)

Amount due to a related company

(364
)
(14,933
)

Taxation

(50,902
)
(7,864
)



(81,082
)
(64,639
)

Net current assets

254,733

28,611

NET ASSETS

482,350

264,919

REPRESENTED BY:

Equity and reserves

Share capital

127,200

127,200


Capital reserve

137,719

137,719


Statutory reserve

21,940

- 

Retained profit

195,491

-



482,350

264,919


BACKGROUND OF THE COMPANY

The Company was incorporated and registered as an exempted company with limited liability in Bermuda under the Companies Act 1981 of Bermuda (as amended) on 6 April 2001. On 19 July 2001, the Company was listed on The Stock Exchange of Hong Kong Limited (the "Hong Kong Stock Exchange") by the issue of 460,000,000 ordinary shares at an offer price of HK$1.48 per share.

Pursuant to a reorganisation of the Group (the "Group Reorganisation"), details of which has been set out in the Company's prospectus dated 9 July 2001 in preparation for the listing of the Company's shares on the Hong Kong Stock Exchange, on 7 April 2001, 20 April 2001 and 22 June 2001, the Company, in aggregate, issued 1,200,000,000 ordinary shares of HK$0.10 each to Wise Capital Investments Limited ("Wise Capital") credited as fully paid in exchange for 100% equity interests of Success Honour Limited ("Success Honour") which is the holding company of Shenyang Euro-Asia Agricultural Development Co., Ltd. ("SEAA"). Upon completion of the Group Reorganisation, the Company has become the holding company of the Group, Success Honour has become an intermediate holding company of SEAA, and SEAA, with effect from 1 January 2001, has assumed and now carries on the business of floricultural activities previously operated by the companies wholly owned and controlled by Mr. Yang Bin, the president and controlling shareholder of the Company. Also the Company has become a subsidiary of Wise Capital.

As Mr. Yang Bin controlled the floricultural business before and continues to control after the Group Reorganisation, the Group Reorganisation has been accounted for as a reorganisation of companies under common control and on the basis of merger accounting.

BASIS OF PREPARATION

The interim financial statements are prepared in accordance with Hong Kong Statement of Standard Accounting Practice ("SSAP") No. 25, "Interim financial reporting", issued by the Hong Kong Society of Accountants, as applicable to condensed interim financial statements and Appendix 16 of the Listing Rules.

Since the Group Reorganisation was among companies under common control, and owned by the same shareholder, the transaction has been accounted for on the basis of merger accounting in accordance with Statement of Standard Accounting Practice No.27, "Accounting for group reconstructions".

In respect of the unaudited consolidated balance sheets of the Group, the balance sheets as at 30 June 2001 and 31 December 2000 have been prepared on the basis as if the Group Reorganisation had been completed on 31 December 2000 and the floricultural business had been conducted through the current structure of the Group from 31 December 2000 and the current structure of the Group had been in existence throughout the period from that date.

In respect of the unaudited consolidated income statement of the Group for the six months ended 30 June 2001, no comparative figures for the corresponding period from 1 January 2000 to 30 June 2000 are required since the Company was only incorporated on 6 April 2001. However, as additional information and for comparison purpose, the pro forma consolidated income statement for the six months ended 30 June 2000 is also presented on the basis as if the floricultural business had been conducted through the current structure of the Group from 1 January 2000 and the current structure of the Group had been in existence throughout the period from that date.

PRINCIPAL ACCOUNTING POLICIES

The principal accounting policies and methods of computation used in the preparation of the interim financial statements are consistent with those used in the accountants' report as set out in the Company's prospectus dated 9 July 2001.

TURNOVER AND REVENUE

The principal activities of the Group are hybridisation propagation, cultivation, production and sale of floricultural produce.

(a)
Turnover and revenue of the Group comprise the following:


Six months ended


30 June 2001


RMB'000

Turnover

  - Sales of seedlings and flowers
507,119

Other revenue

  - Interest income
103

Total revenue
507,222

(b)
An analysis of the Group's turnover by type of floricultural produce is as follows:


Six months ended


30 June 2001


RMB'000

Orchid seedlings and flowers

  - Cymbidium （大花惠蘭）
224,552

  - Phalaenopsis （蝴蝶蘭）
180,303

  - Cattleya （卡特利亞蘭）
18,717

Test-tube seedlings
20,825

Other flowers
62,722

Total
507,119

(c)
An analysis of the Group's turnover by geographical destination of its shipments is as follows:


Six months ended


30 June 2001


RMB'000

Japan
61,512

Korea
56,897

The Netherlands
180,541

The PRC
208,169

Total
507,119

(d)
Agricultural tax was calculated at 10% of the selling price of the floricultural produce sold by the Group during the six months ended 30 June 2001.

RELATED PARTY TRANSACTIONS

Parties are considered to be related if one party has the ability, directly or indirectly, to control the other party or exercise significant influence over the other party in making financial and operating decisions. Parties are also considered to be related if they are subject to common control or common significant influence.

(a)
During the six months ended 30 June 2001, the Group had operating lease rental amounting to RMB250,000 charged by a related company, a company wholly owned by Mr. Yang Bin.

(b)
The amount due to the related company (its relationship with the Group has been described in the preceding Note (a)) as at 31 December 2000 was fully settled in April 2001. The balance as at 30 June 2001 was mainly related to the rental expense charged and the administrative expenses paid on behalf of the Group by the related company.

The amount due to the related company was unsecured, non-interest bearing and without pre-determined repayment terms. 

In the opinion of the directors, the related party transactions were carried out in the ordinary course of business of the Group and on normal commercial terms.

EARNINGS PER SHARE

The calculation of the earnings per share is based on the net profit for the period of RMB217,431,000 and 1,200,000,000 ordinary shares deemed to be in issue throughout the period.

DIVIDEND

The Board of Directors does not recommend a payment of dividend for the six months ended 30 June 2001.

Management Discussion and Analysis

Business Review

The Group is an industrialised floricultural and agricultural enterprise, which utilises advanced biotechnologies in the hybridisation, clonal propagation of plants and computerised greenhouse facilities in the cultivation and production of floricultural and agricultural produce. The two primary floricultural produce of the Group are Phalaenopsis and Cymbidium seedlings. Through domestic and overseas wholesale floricultural distributors, the Group distributes and sells its floricultural produce in the PRC, the Netherlands and other Asia Pacific countries including Japan and South Korea. As a means to further diversify the Group's product range, the Group has applied its computerised greenhouse cultivation and soilless cultivation technologies in the cultivation of vegetables such as tomatoes, cucumbers and sweet peppers. All these new produce will be put into pilot sales commencing from the late second half of 2001.

The Directors are pleased to announce the Group's first interim results since the listing of the Company's shares on the Main Board of the Stock Exchange of Hong Kong Limited (the "Hong Kong Stock Exchange"). For the six months ended 30 June 2001, the Group recorded a turnover of approximately RMB507,119,000, representing an increase of approximately 51.8% as compared to the turnover for the same period in 2000. Generally, the increase was mainly due to the continued growth of the overall demand for the Group's floricultural produce from both the overseas and domestic PRC markets. Domestic PRC demand for orchid seedlings increased significantly this year, which was due to the rising popularity and wider acceptance of orchids as ornamental flowers in the PRC. The Directors believe that the PRC market will be a significant growth driver for the Group's future sales. As for overseas markets, the Netherlands, Japan and South Korea remain the major overseas markets of the Group. Based on the understanding of the Directors, the floricultural wholesaler based in the Netherlands resells the Group's floricultural produce to the Netherlands as well as to cities and countries within the Asia Pacific region such as Taiwan, Hong Kong, Thailand and Singapore. Although the overall consumption of floricultural produce in these overseas markets remained relatively stable as compared to the PRC market, the Directors consider that leveraging on the Group's cost advantage, there is much room for further penetration of the Group's floricultural produce in the Asia Pacific region. 

The gross profit margin and net profit margin for the six months period ended 30 June 2001 were 46.8% and 42.9% as compared to 31.4% and 26.5% respectively for the same period in 2000. The significant improvement of the two performance ratios was attributable to the sales of self-propagated orchid seedlings and the cost reduction effect resulting from economies of scale. Commencing from the second half of 2000, the Group started to sell self-propagated orchid seedlings with a much higher profit margin. Cost of self-propagated orchid seedlings is approximately 50% less than those purchased from other seedling suppliers in the PRC. Further, the sales of self-propagated orchid seedlings represented 31.8% of the Group's total sales for the six months period under review. The effect of economies of scale had also reduced the gap between the gross profit margin and the net profit margin to approximately 3.9% as compared to 4.9% for the same period in 2000. 

During the period under review, the Group continued to carry on research studies on the development and cultivation of other floricultural produce such as Cattleya. Pilot sales of Cattleya were made in the first half of this year.

Prospects

The Board of Directors believes that the Group is currently facing the high expansion phrase of its business cycle since the demand from both the domestic PRC market and overseas markets far exceeds the existing production capacity of the Group. However, the limited area of greenhouse facilities engaged in cultivation restricts the Group's plan to diversify into new produce such as vegetables. As a result, it has been the top priority of the Group to build additional greenhouse facilities. 

As disclosed in the prospectus dated 9 July 2001, upon listing of the Company's shares on the Hong Kong Stock Exchange, there are greenhouse facilities with an aggregate area of 10 hectares under construction and owned by Shenyang Euro-Asia Industrial Company Ltd., ("SEAI"). The Group has the first right of refusal to acquire such greenhouse facilities at their construction cost when SEAI can resolve the regulatory issue regarding the underlying land so that the Group can legally rent and use it. The Directors expect that such construction will be completed in the late second half of this year and it is the present intention of the Group to acquire such greenhouse facilities so as to fulfill current expansion plans of the Group. At present, the Group has also entered into a preliminary rental memorandum with a local villagers' committee for a piece of land situated adjacent to the Group's headquarters. Such piece of land will be sufficient to accommodate the establishment of computerised greenhouse facilities with an aggregate area of approximately 30 hectares.

With a view to enhance the Group's own distribution power, the Group has taken steps to set up a sales and promotion office in Japan, which is expected to commence operation by the end of September 2001. Such office is responsible for exploring the direct sales opportunity and promoting the Group's brand name.

Liquidity and Financial Resources

For the six months ended 30 June 2001, the Group generally financed its operation by internally generated cash flow and did not have any loan borrowing. Net current assets as at 30 June 2001 were approximately RMB254,733,000 while the current ratio being healthy at 4.1. 

As disclosed in the prospectus of the Company dated 9 July 2001, the net proceeds from the listing of the Company's shares on the Hong Kong Stock Exchange will be applied on expanding the Group's culturing and cultivation facilities, purchasing additional greenhouse facilities research and development, setting up of sales and promotional offices, and general working capital purposes.

With the above financial resources and the proceeds raised from the flotation of the Company in July 2001, the Directors are confident that the Group has adequate capital resources to finance its business expansion.

Purchase, sale and redemption of shares

During the period from listing of the Company's shares on the Hong Kong Stock Exchange up to the date hereof, neither the Company nor any of its subsidiaries purchased, sold or redeemed any of the Company's securities.

Code of Best Practice

None of the directors of the Company is aware of any information that would indicate that the Company was not in compliance with the "Code of Best Practice" set forth in Appendix 14 of the Rules Governing the Listing of Securities on the Hong Kong Stock Exchange for the relevant period being the period from the date of listing of the shares of the Company up to and including the date of this interim report.

Publication of interim results on the website of HKSE

The 2001 interim report containing all the information required by paragraphs 46(1) to 46(6) of Appendix 16 of the Rules Governing the Listing of Securities on The Hong Kong Stock Exchange will be published on the Hong Kong Stock Exchange's website (www.hkex.com.hk) in due course.


By Order of the Board


Yang Bin


Chairman

Hong Kong, 7 September, 2001
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