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HESHUN HOLDINGS COMPANY LIMITED

和順控股有限公司*

(Incorporated in Bermuda with limited liability)

INTERIM RESULTS FOR 2001

The Board of Directors of Heshun Holdings Company Limited (the “Company”) is pleased to announce the unaudited consolidated interim results of the Company and its subsidiaries (the “Group”) for the six months ended 30 June 2001 together with comparative figures for the previous year. The unaudited interim financial statements for the six months ended 30 June 2001 have been reviewed by the Company's Audit Committee.

‍CONDENSED CONSOLIDATED INCOME STATEMENT



Six months ended 30 June 
Increase/ (Decrease)



2001 
2000



Notes
RMB'000 
RMB'000 
%



(Unaudited)
(Unaudited)


Turnover 
3
305,933
245,748 
24.5

Cost of sales 

 (197,802)
(132,915)


Gross profit 

108,131
112,833 
(4.2)

Selling and distribution expenses 

(903)
(6,476)


General and administrative expenses 

(14,895)
(16,578)


Other income 

 1,930
974


Operating profit 

94,263
90,753


Finance costs, net 

 (10,361)
(10,457)


Profit before taxation 
3, 4
83,902
80,296 
4.5

Taxation 
5
 (11,057)
(10,810)


Profit after taxation but before minority interests 

72,845
69,486 
4.8

Minority interests 

 (306)
5,015


Profit attributable to shareholders 

 72,539
74,501 
 (2.6)

Transfer to reserves 

 --
--


Earnings per share -





basic 
6
 RMB0.039
RMB0.053
(26.4)

There were no recognized gain or losses other than the profit attributable to shareholders during the relevant periods.

Notes:

1.
Group Reorganisation and basis of presentation

The Company was incorporated in Bermuda on 28 June 2000 as an exempted company with limited liability under the Companies Act 1981 of Bermuda. In preparing for the listing of the shares of the Company on The Stock Exchange of Hong Kong Limited (the “Stock Exchange”), the Company and its subsidiaries comprising the Group under common control underwent a reorganization (the “Reorganisation”) as set out in the Prospectus (the “Prospectus”) of the Company dated 31 October 2000. As a result of the Reorganisation, the Company became the ultimate holding company of the Group on 25 September 2000. The Company's shares have been listed on the Stock Exchange since 15 November 2000.

The condensed financial statements and its comparative figures for the six months ended 30 June 2001 and 2000 have been accounted for on the basis of merger accounting, under which the consolidated financial statements have been prepared as if the Company had been the holding company of the other companies comprising the Group throughout the relevant periods, rather than from the date on which the Reorganisation was completed.

Except for the above-mentioned companies, the results of subsidiaries acquired or disposed of during the period are consolidated from or to their effective dates of acquisition or disposal.

Significant intra-group transactions and balances have been eliminated on consolidation.

2.
Accounting Policies

The interim condensed financial statements and its comparative figures have been prepared in accordance with Statement of Standard Accounting Practice (“SSAP”) No., 25, “Interim Financial Reporting”, except that, no comparative figures have been presented for the condensed cash flow statement as permitted by the Rules Governing the Listing of Securities of the Stock Exchange.

The accounting policies adopted in the relevant periods are consistent with those followed in the Group's annual financial statements for the year ended 31 December 2000.

3.
Segment Information

The Group's turnover, sales and services for the relevant periods were rendered in Mainland China. Its operations are classified under three principal business segments: sales of goods, processing fees and fees from construction contracts. There are no significant inter-segment transactions and the segment information for the relevant periods is presented as below:


For the six months ended 30 June


2001 
2000


RMB'000 
RMB'000


(Unaudited)
(Unaudited)

(a) Segment Revenue




Sales of goods
270,753
162,835


Processing fees
4,771
82,913


Fees from construction contracts
 30,409
--

Total revenue 
 305,933
245,748

(b) Segment Results




Sales of goods
86,850
41,326


Processing fees
3,006
48,456


Fees from construction contracts
6,603
--

Unallocated corporate expenses 
(4,126)
(3)

Other income 
1,930
974

Finance costs, net 
 (10,361)
(10,457)

Profit before taxation 
 83,902
80,296

4.
Profit before taxation

Profit before taxation was determined after crediting and charging the following:


For the six months ended 30 June


2001 
2000


RMB'000 
RMB'000


(Unaudited)
(Unaudited)

After crediting:




Interest income
 91
90

After charging:




Depreciation
17,054
16,576


Interest expenses
 10,452
10,547

5.
Taxation

Hong Kong profits tax has not been provided for as the Group had no assessable profits arising in Hong Kong during the relevant periods. Provision for taxation of subsidiaries operating in the PRC has been calculated at the rates applicable, based on existing laws, interpretations and practice, in the relevant periods.

During the relevant periods, the Group had no significant deferred taxation.

6.
Earnings per share

The calculation of basic earnings per share for the six months ended 30 June 2001 is based on the profit attributable to shareholders of approximately RMB72,539,000 and on ordinary shares of 1,860,000,000 in issue during the period.

Pro forma earnings per share for the six months ended 30 June 2000 had been prepared on the assumption that the 1,395,000,000 shares (after taking into consideration the capitalization issue of 1,393,000,000 shares) had been issued immediately preceding the placing and new issue of 465,000,000 shares and the profit attributable to shareholders of approximately RMB74,501,000.

Diluted earnings per shares for the six months ended 30 June 2001 and 2000 were not presented because there were no dilutive potential ordinary shares in existence during the relevant periods.

INTERIM DIVIDEND

As the Company was recently listed on the Stock Exchange, the Board of Directors does not recommend the distribution of interim dividend for the six months ended 30 June 2001 (corresponding period of 2000: Nil).

‍Business Review

‍Review of polyester operation

During the first six months of 2001, a total of 18,496 tons (corresponding period of 2000: 18,118 tons) of pre-oriented yarn (POY), drawn and textured yarn (DTY) and fully-drawn yarn (FDY) were produced. Sales and processing volume were 18,074 tons and 721 tons respectively, which were at a similar level as the corresponding period of 2000 (corresponding period of 2000: 10,332 tons and 8,456 tons). The volume of production went in line with that of sales in the first half of 2001.

Consolidated turnover for the first six months of 2001 increased by 24.5% over the corresponding period of 2000. Without taken into account the turnover of RMB30,409,000 derived from Huayang Engineering, turnover of the first half of 2001 increased by 12.1% comparing to the corresponding period of last year. The improvement in turnover was attributable to the decrease in processing fee and increase in sales income.

Though the overall market selling price dropped from last year under the prevailing poor operating environment of the chemical fibre market, the Group was not significantly affected relatively.

The Group has been successfully sheltered from the price drop due to: (i) there is much demand in the PRC market for polyester differential yarn, the major product of the Group, making its price remain stable relatively; (ii) when compared to the corresponding period of last year, a decrease of 5.0% in the average selling price per tons (excluding value added tax) during the first half of 2001through continuous adjustment in its product mix to include products with higher added-value; (iii) the savings from the decrease in purchase cost of major raw materials, for example, the average purchase price of polyester chip and pre-oriented yarn has dropped by 21.1% and 14.1% from the corresponding period of last year.

During the first six months of 2001, the gross profit margin of sales of goods was 3.6% over the corresponding period of last year. However, the consolidated gross profit margin decreased by 10.6% in the first half of 2001 due to the sharp decrease in business from the processing operation which has a higher gross profit margin.

The Group has been developing new products. For instance, 30D/24F fully-drawn yarn was already listed as one of the key projects for the Fujian Province in the year 2001.

‍Heshun Spandex

The construction of the plant and production line of Heshun Spandex was schelduled to be completed by the end of 2002. The Group is currently arranging facilities and finance for the Heshun Spandex project.

‍Acquisition of an additional interest in Heshun Spandex and disposal of interest in Changle Shunshi

The Group entered into an agreement in July 2001 for the acquisition of an additional interest in Heshun Spandex to 75% and the disposal of all of its interests in Changle Shunshi. Details of the above transactions were set out in the circular dated 30 July 2001 regarding the connected transactions. The Group anticipated that the demand for spandex in the PRC market would continue to grow and believed that the acquisition would enhance its profitability in the future.

As Changle Shunshi is principally acting as an investment vehicle and the Group does not depend heavily on the facilities or services provided by Changle Shunshi for its operation, the disposal of its interests in Changle Shunshi will simplify the Group structure and the utilization of its resources in a more efficient way.

‍Acquisition of Huayang Engineering

The turnover of Huayang Engineering, which was acquired by the Group at the end of 2000, was RMB30,409,000 and its contribution to the profit of the Group was RMB5,810,000 in the first six months of 2001.

‍Production line of differential polyester chip

The production line has commenced trial production since June and it is scheduled to commence normal production in the coming October.

‍Staff and compensation policy

As at 30 June 2001, the Group had a total workforce of 729 (30 June 2000: 521), including the 104 employees transferred to the Group upon acquisition of Huayang Engineering. Our employees are mostly based in Mainland. The salaries and wages of our employees are dependent on their duties and performance.

‍Financial review

‍Capital structure

As at 30 June 2001, the Group had bank loan and finance lease loan in an aggregate amount of RMB276 million (30 June 2000: RMB 278 million), of which 68.2% was denominated in Renminbi, 30.4% in US dollars and 1.4% in Hong Kong dollars (30 June 2000: 64.4%, 34.7% and 0.9%) respectively.

It is the normal practice of Mainland China banks to grant short-term loans which are renewed on a yearly basis. As a result, the short-term loans of the Group account for 99.3% (30 June 2000: 98.9%) of the total loans.

The consolidated interest expenses in the first half of 2000 were RMB10,450,000 ( corresponding period of 2000: RMB10,550,000). The interest-earning multiples of 9 times (corresponding period of 2000: 8.6 times) was satisfactory.

As at 30 June 2001, the ratio of total liabilities to total assets of the Group was 40.9%, showing an improvement over the figure of 43.7% as at 31 December 2000.

In conclusion, the financial position of the Group is further strengthened as compared with 2000.

‍Pledges of assets

As at 30 June 2001, land, buildings and motor vehicles of the Group with net book value of RMB82,400,000 (30 June 2000: RMB88,300,000 million) were pledged as securities for bank loans and finance lease loans.

‍Exchange exposure

Since most of our sales, raw materials and bank loans were denominated in Renminbi during the fist half of 2001, the Group was only exposed to insignificant exchange risks.

‍Capital commitment

The Group will finance the construction of production facilities of Heshun Spandex in the coming two years from the profits of operation and bank loans.

‍Prospects for the second half of 2001

Looking forward into the second half of 2001, the market for the polyester fibre will more or less remain stable, however, the selling price may further be dropped slightly. Due to the intensive market competition, the marketability of brand names and types of products is becoming increasingly important. Since there's a limited supply of differential polyester in the market, the Group's differential polyester still sells well . In order to meet the market's requirement and maintain its competitive edge in the future, the Group will develop new products with high quality on the basis of its existing products..

‍Purchase, Sale and Redemption of Listed Securities

The Company has not redeemed any of its shares during the period. Neither the Company nor any of its subsidiaries purchased or sold any of the Company’s shares during the period.

‍Compliance with the Code of Best Practice

The Company has complied with the Code of Best Practice as set out in Appendix 14 of the Rules Governing the Listing of Securities on the Stock Exchange (the “Listing Rules”), except that non-executive directors of the Company were not appointed for a specific term but are subject to retirement by rotation according to the provisions of the Company’s Bye-laws.

‍Audit Committee

The Audit Committee has reviewed with directors the accounting principles and practices by the Group and discussed internal controls and financial reporting matters related to the preparation of the unaudited consolidated financial statements for the six months ended 30 June 2001.

‍PUBLICATION OF FINANCIAL INFORMATION

The Company's 2001 interim report which set out all the information required by Paragraphs 46(1) to 46(6) inclusive in Appendix 16 to the Listing Rules will be available for publication in the website of the Stock Exchange in due course.

By order of the Board
Chen Shunli
Chairman & Chief Executive Officer
Fuzhou, PRC, 26 September 2001

*
For identification purpose only
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