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(Incorporated in Bermuda with limited liability)


INTERIM RESULTS ANNOUNCEMENT FOR THE SIX MONTHS ENDED 31 DECEMBER 2001

The board of directors (the "Board") of Elec & Eltek International Holdings Limited (the "Company") is pleased to announce the unaudited condensed consolidated profit and loss account, the unaudited condensed consolidated statement of recognised gains and losses and unaudited condensed consolidated cash flow statement of the Company and its subsidiaries (the "Group") for the six months ended 31 December 2001 and the unaudited condensed consolidated balance sheet as at 31 December 2001:

CONDENSED CONSOLIDATED PROFIT AND LOSS ACCOUNT



Six months ended 31 December




2001

2000




(unaudited)

(unaudited)



Notes
HK$'000

HK$'000






(restated)


TURNOVER
2
1,149,969

150,210


Cost of sales

(914,740
)
(130,485
)








Gross profit

235,229

19,725


Other revenue

3,125

7,911


Selling and distribution costs

(30,778
)
(11,264
)

Administrative expenses

(98,606
)
(20,617
)

Other operating expenses

(17,923
)
(6,556
)








PROFIT/(LOSS) FROM OPERATING ACTIVITIES

91,047

(10,801
)

Finance costs

(16,061
)
(5,557
)

Share of profits of associates

- 

112,588


Share of loss of a jointly-controlled entity

(431
)
- 









PROFIT BEFORE TAX
3
74,555

96,230


Tax
4
(6,188
)
(10,733
)








PROFIT BEFORE MINORITY INTERESTS

68,367

85,497


Minority interests

(51,995
)
- 









NET PROFIT FROM ORDINARY ACTIVITIES






  ATTRIBUTABLE TO SHAREHOLDERS

16,372

85,497









DIVIDENDS
5





Proposed interim dividend

11,751

29,284











(HK cents)

(HK cents)


EARNINGS PER SHARE
6





Basic

1.39

7.30









Diluted

1.39

7.02


CONDENSED CONSOLIDATED STATEMENT OF RECOGNISED GAINS AND LOSSES


Six months ended 31 December



2001

2000



(unaudited)

(unaudited)



HK$'000

HK$'000


Exchange losses on translation of the financial





  statements of foreign entities
(869
)
(12,054
)

Net profit from ordinary activities attributable to shareholders
16,372

85,497









15,503

73,443


Goodwill written back on deemed disposal of interest in a subsidiary
1,598

- 








Total recognised gains and losses
17,101

73,443


CONDENSED CONSOLIDATED BALANCE SHEET



31 December

30 June



2001

2001



(unaudited)

(audited)


Notes
HK$'000

HK$'000





(restated)

NON-CURRENT ASSETS





Fixed assets
7
1,737,793

1,778,070

Intangible assets

2,350

2,733

Interest in a jointly-controlled entity

10,067

10,499









1,750,210

1,791,302







CURRENT ASSETS





Inventories

263,440

317,495

Trade and bills receivables
8
558,613

533,126

Prepayments, deposits and other receivables

84,775

152,572

Cash and cash equivalents

233,685

217,588









1,140,513

1,220,781







CURRENT LIABILITIES





Trade and bills payables
9
300,085

358,843

Tax payable

14,488

16,243

Other payables and accruals

159,073

187,196

Trust receipt and export loans

17,462

34,807

Interest-bearing bank loans and other borrowings

386,592

329,125









877,700

926,214







NET CURRENT ASSETS

262,813

294,567







TOTAL ASSETS LESS CURRENT LIABILITIES

2,013,023

2,085,869

NON-CURRENT LIABILITIES





Interest-bearing bank loans

422,197

461,201

Deferred tax

7,780

12,242









429,977

473,443

MINORITY INTERESTS

939,439

962,419









643,607

650,007







CAPITAL AND RESERVES





Issued capital
10
117,506

117,506

Reserves
11
433,860

428,510

Contributed surplus

80,490

80,490

Proposed dividends
5
11,751

23,501









643,607

650,007

CONDENSED CONSOLIDATED CASH FLOW STATEMENT


Six months ended 31 December


2001

2000



(unaudited)

(unaudited)



HK$'000

HK$'000


Net cash inflow/(outflow) from operating activities
212,314

(21,752
)

Net cash outflow from returns on investments and servicing of finance
(100,748
)
(22,084
)

Taxes paid
(9,012
)
- 


Net cash outflow from investing activities
(110,208
)
(5,963
)







NET CASH OUTFLOW BEFORE FINANCING ACTIVITIES
(7,654
)
(49,799
)

Net cash inflow from financing activities
79,639

3,505








INCREASE/(DECREASE) IN CASH AND CASH EQUIVALENTS
71,985

(46,294
)

Cash and cash equivalents at beginning of period
146,307

(57,943
)

Effect of foreign exchange rate changes, net
184

- 








CASH AND CASH EQUIVALENTS AT END OF PERIOD
218,476

(104,237
)







ANALYSIS OF BALANCES OF CASH AND 





  CASH EQUIVALENTS





Cash and bank balances
233,685

42,966


Bank overdrafts
(15,209
)
(147,203
)








218,476

(104,237
)

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT

1.
SIGNIFICANT ACCOUNTING POLICIES

(a)
Basis of preparation

These unaudited condensed consolidated interim financial statements of the Group have been prepared in accordance with the applicable disclosure requirements of Appendix 16 of the Rules Governing the Listing of Securities on The Stock Exchange of Hong Kong Limited (the "Listing Rules") and with Hong Kong Statement of Standard Accounting Practice ("SSAP") No. 25, "Interim Financial Reporting", issued by the Hong Kong Society of Accountants.

(b)
Prior Year Adjustments

The accounting policies and basis of presentation used in the preparation of these condensed interim financial statements are the same as those used in the Group's audited financial statements for the year ended 30 June 2001, except for the following new/revised SSAPs and related Interpretations which are effective and have been adopted for the first time in the preparation of the current period's condensed consolidated financial statements:

SSAP 9 (Revised)
: 
"Events after the balance sheet date"

SSAP 17 (Revised)
: 
"Property, plant and equipment"

SSAP 18 (Revised)
:
"Revenue"

SSAP 28
: 
"Provisions, contingent liabilities and contingent assets"

SSAP 29
: 
"Intangible assets"

SSAP 30
: 
"Business combinations"

SSAP 31
: 
"Impairment of assets"

SSAP 32
: 
"Consolidated financial statements and accounting for investments in subsidiaries"

Interpretation 12
: 
"Business combinations - Subsequent adjustment of fair values and goodwill initially reported"

Interpretation 13
: 
"Goodwill - continuing requirements for goodwill and negative goodwill previously eliminated against/credited to reserves"

SSAP 9 (Revised) prescribes which type of events occurring after the balance sheet date require adjustment to the financial statements, and which require disclosure, but no adjustment. Its principal impact on these financial statements is that the proposed dividend which is not declared and approved until after the balance sheet date, is no longer recognised as a liability at the balance sheet date, but is disclosed as an allocation of retained earnings on a separate line within the capital and reserves section of the balance sheet.

To comply with this revised SSAP, a prior year adjustment has been made to reclassify the proposed final dividend for the year ended 30 June 2001 of HK$23,501,000, which was recognised as a current liability at 30 June 2001, to the proposed final dividend reserve account within the capital and reserves section of the balance sheet at that date. Consequently, dividends of HK$125,088,000 from a subsidiary for the year ended 30 June 2001 that were declared and approved by the subsidiary after 30 June 2001 are no longer recognised as income in the Company's financial statements for the year ended 30 June 2001, the net effect to the Group is a reclassification of dividend payable to minority shareholders of HK$60,105,000 from other payables to minority interests. Accordingly, the comparative amounts in the consolidated balance sheet as at 30 June 2001 have been restated by prior year adjustments relating to dividends. The results of these have been to reduce the Group's current liabilities by HK$83,606,000, and increase the reserves and minority interests previously reported as at 30 June 2001 by HK$23,501,000 and HK$60,105,000, respectively.

The effect of this change in accounting policy as at 31 December 2001, is that the current period's proposed interim dividend of 1.0 HK cent was included in the proposed interim dividend reserve account within the capital and reserves section of the balance sheet at that date.

2.
SEGMENT INFORMATION

The Group engages in the businesses of manufacture and sale of electronic components, including double-sided and multi-layered printed circuit board ("PCB"), liquid crystal displays ("LCD"), magnetic products ("Magnetics") and information technology ("IT").

The business and geographical segments of the operations of the Group are as follows:

Business Segments:


Six months ended



31 December


2001

2000




































Corporate/











Corporate/













Other/











Other/





PCB

LCD

Magnetics

IT

Elimination

Group

PCB

LCD

Magnetics

IT

Elimination

Group



HK$'000

HK$'000

HK$'000

HK$'000

HK$'000

HK$'000

HK$'000

HK$'000

HK$'000

HK$'000

HK$'000

HK$'000


SEGMENT REVENUE

























External Sales
990,549

114,205

45,071

144

- 

1,149,969

N/A 

101,985

48,225

- 

- 

150,210


Inter-segment sales/

























  elimination
- 

- 

- 

1,087

(1,087
)
- 

N/A 

- 

- 

500

(500
)
- 




























Total revenue
990,549

114,205

45,071

1,231

(1,087
)
1,149,969

N/A 

101,985

48,225

500

(500
)
150,210




























SEGMENT RESULTS
113,206

(5,446
)
(1,546
)
(5,118
)
- 

101,096

N/A 

(9,484
)
6,303

(5,189
)
- 

(8,370
)



























Interest income
498

31

18

- 

57

604

N/A 

36

18

- 

2,547

2,601


Finance costs

























- Intercompany
-

(1,048
)
(611
)
-

1,659

-

N/A

-

-

-

-

-


- Outsiders
(2,871
)
(2,668
)
(87
)
- 

(10,435
)
(16,061
)
N/A 

(3,410
)
(109
)
- 

(2,038
)
(5,557
)



























Total finance costs
(2,871
)
(3,716
)
(698
)
- 

(8,776
)
(16,061
)
N/A 

(3,410
)
(109
)
- 

(2,038
)
(5,557
)

Loss on deemed  

























  disposal of interest

























  in a subsidiary
- 

- 

- 

- 

(2,465
)
(2,465
)
N/A 

- 

- 

- 

- 

- 


Unallocated Corporate 

























  expenses
- 

- 

- 

- 

(8,188
)
(8,188
)
N/A 

- 

- 

- 

(5,032
)
(5,032
)

Share of results of

























- associates
- 

- 

- 

- 

- 

- 

112,897

- 

- 

- 

(309
)
112,588


- a jointly-controlled 

























     entity
- 

- 

- 

(431
)
- 

(431
)
N/A 

- 

- 

- 

- 

- 




























Profit before taxation
110,833

(9,131
)
(2,226
)
(5,549
)
(19,372
)
74,555

112,897

(12,858
)
6,212

(5,189
)
(4,832
)
96,230



Revenue


Six months ended 31 December


2001

2000


HK$'000

HK$'000

Geographical Segments:




  Asia
695,071

118,185

  Europe
269,129

19,489

  America
185,769

12,536







1,149,969

150,210

Contribution to profit from operations by geographical segments has not been presented as the contribution to profit from operations in each geographical segment is substantially in line with the overall Group ratio of profit from operations to turnover.

3.
PROFIT BEFORE TAX

Profit before tax is arrived at after charging/(crediting):


Six months ended 31 December



2001

2000



HK$'000

HK$'000


Depreciation of fixed assets
143,859

12,756


Amortisation of intangible assets
384

- 


Loss on disposal of fixed assets
774

170


Interest on bank loans, overdrafts and other borrowings





  wholly repayable within five years
19,119

5,557


  Less: amount capitalised
(3,058
)
- 








  Net interest expense
16,061

5,557








Exchange gains, net
(994
)
(887
)

Interest income
(604
)
(2,601
)

Provision for inventories/(amounts written back) , net
(15,879
)
3,105


Provision for doubtful debts/(amounts written back), net
(10,373
)
5,402


General provisions written back
(15,275
)
- 


Loss on deemed disposal of interest in a subsidiary
2,465

- 


Severance payment for PCB Business
12,378

- 


Restructuring expenses of LCD Business
12,568

- 


4.
TAX


Six months ended 31 December


2001

2000


HK$'000

HK$'000

Current year's provision for tax:




  The People's Republic of China




    Mainland
8,087

- 

Overprovision in prior year:




    Hong Kong
(830
)
- 

Deferred tax credit
(1,069
)
- 







6,188

- 

Share of tax of associates
- 

10,733






Tax charge for the period
6,188

10,733

Hong Kong profits tax has been provided at the rate of 16% on the estimated assessable profits arising in Hong Kong during the period. In the prior period, no provision for Hong Kong profits tax was made by the Company and its subsidiaries because there were no assessable profits arising in Hong Kong, or there were accumulated losses available to offset assessable profits for that period. Taxes on profits assessable in other jurisdictions have been calculated at rates of tax prevailing in the jurisdictions in which the Group operates.

The share of tax of the associates in the prior period represents the Group's attributable share of profits tax and deferred tax of the associates. Hong Kong profits tax for the associates was provided at the rate of 16% on the estimated assessable profits arising in Hong Kong during the period. Taxes on profits assessable in other jurisdictions have been calculated at the rate of tax prevailing in the jurisdictions in which the associates operate.

5.
DIVIDENDS


Six months ended 31 December


2001

2000


HK$'000

HK$'000

Proposed interim dividend
11,751

29,284

Adjustments to dividend payable in prior years as a result of options exercised
- 

87







11,751

29,371

During the period, the Group adopted the revised "SSAP 9 (Revised): Events after the balance sheet date". (Refer to Note 1)

To comply with the revised SSAP 9, a prior year adjustment has been made, reclassifying the proposed final dividend for the year ended 30 June 2001, of HK$23,501,000, which was recognised as a liability in the prior year, to the proposed final dividends account within the capital and reserves section of the balance sheet.

The Board had resolved to pay an interim dividend of 1.0 HK cent (2000: 3.0 HK cents) per share in respect of the six months ended 31 December 2001 to shareholders whose names appear on the Registers of Members on 19 March 2002. Dividend warrants will be sent to shareholders on or about 22 March 2002.

6.
EARNINGS PER SHARE

The calculation of basic earnings per share is based on the consolidated net profit attributable to shareholders for the period of HK$16,372,000 (2000: HK$85,497,000) and the weighted average of 1,175,062,408 (2000 - restated: 1,170,456,170) ordinary shares in issue during the period.

The calculation of diluted earnings per share is based on the adjusted consolidated net profit attributable to shareholders for the period of HK$16,290,000 (2000: HK$82,272,000) and the weighted average of 1,175,062,408 (2000 - restated: 1,171,473,103) ordinary shares outstanding during the period, adjusted for the effects of all dilutive potential shares.

The adjusted consolidated net profit attributable to shareholders is calculated based on the consolidated net profit attributable to shareholders for the period of HK$16,372,000 (2000: HK$85,497,000) less the dilution in the shares of results of a subsidiary by HK$82,000 (2000: HK$3,225,000) arising from the deemed exercise of all of the outstanding employee share options of subsidiary.

There were no adjustment to numbers of shares deemed to be issued in the calculation of the weighted average number of shares in the period as no share option was outstanding at the end of the period. In the pervious previous, the weighted average number of shares used in the calculation of diluted earnings per share was based on the weighted average of 1,170,456,170 (restated) shares in issue during the period plus the weighted average of 1,016,933 (restated) shares deemed to be issued at no consideration as if all of the outstanding share options had been exercised.

The comparative amounts of the basic and diluted earnings per share have been adjusted for the effect of a one-for-five bonus issue of ordinary shares in the Company pursuant to an ordinary resolution passed at the special general meeting held on 19 March 2001.

7.
FIXED ASSETS

For the six months ended 31 December 2001, the Group has acquired fixed assets amounting to approximately HK$111,421,000 (six months ended 31 December 2000: HK$6,783,000) and has disposed of fixed assets amounting to approximately HK$9,875,000 (six months ended 31 December 2000: HK$990,000).

8.
TRADE AND BILLS RECEIVABLES

The Group operates a controlled credit policy and allows an average credit period of 30-90 days to its trade customers who satisfy the credit evaluation. The aging analysis of trade receivables is as follows:


31 December

30 June


2001

2001


HK$'000

HK$'000

Current
409,027

412,665

Over 30 days
84,784

58,739

Over 60 days
37,200

23,814

Over 90 days
27,602

37,908






Total
558,613

533,126

9.
TRADE AND BILLS PAYABLES

The aging of trade and bills payable is as follows:


31 December

30 June


2001

2001


HK$'000

HK$'000

Current
160,837

184,803

Over 30 days
56,396

67,181

Over 60 days
42,012

43,954

Over 90 days
40,840

62,905






Total
300,085

358,843

10.
ISSUED CAPITAL


31 December

30 June



2001

2001



HK$'000

HK$'000


At 1 July
117,506

97,176


Shares issued on exercise of share options
- 

920


Shares repurchased and cancelled during the period/year
- 

(174
)

Bonus issue of shares
- 

19,584








At the end of the period/year
117,506

117,506


No options to subscribe for shares in the Company have been granted exercised, cancelled or lapsed pursuant to the Share Option Scheme for the six months ended 31 December 2001. During the year ended 30 June 2001, pursuant to the exercise of share options granted to certain employees and directors, the Company allotted and issued 9,200,000 new ordinary shares of HK$0.10 each at a price of HK$0.838 each for a total cash consideration, net of expenses, of HK$7,545,000.

There were no repurchases of shares during the period. During the year ended 30 June 2001, 1,745,000 shares were repurchased and cancelled.

There were no bonus issues for the six months ended 31 December 2001. During the year ended 30 June 2001, pursuant to an ordinary resolution passed at the special general meeting held on 19 March 2001, the Company issued 195,843,734 bonus shares of HK$0.10 each to the shareholders of the Company on the basis of 1 bonus share for every 5 shares held by the shareholders whose names appeared on the Register of Members of the Company on 19 March 2001. The bonus shares were issued as fully paid by capitalising the sum of approximately HK$19,584,000 standing to the credit of the share premium account of the Company.

11.
RESERVES


Share



Capital

Statutory







premium

Exchange

redemption

and other

Retained





account

reserve

reserve

reserves

profits

Total



HK$'000

HK$'000

HK$'000

HK$'000

HK$'000

HK$'000


At 1 July 2001
36,444

(70,796
)
26,178

8,562

428,122

428,510


Currency translation differences
- 

(869
)
- 

- 

- 

(869)


Net profit attributable to shareholders
- 

- 

- 

- 

16,372

16,372


Proposed interim dividend
- 

- 

- 

- 

(11,751
)
(11,751
)

Goodwill written back on deemed 













  disposal of interest in a subsidiary
- 

- 

- 

- 

1,598

1,598
















At 31 December 2001
36,444

(71,665
)
26,178

8,562

434,341

433,860


12.
COMMITMENTS

(a)
Capital commitments


31 December

30 June


2001

2001


HK$'000

HK$'000

Contracted for
51,358

55,725

Authorised, but not contracted for
18,939

5,136







70,297

60,861

(b)
Commitments under operating leases


31 December

30 June


2001

2001


HK$'000

HK$'000

Future minimum lease payments under non-cancellable




  operating leases for each of the following periods:




Not later than one year
7,497

9,235

Later than one year and not later than five years
5,619

6,119







13,116

15,354

INTERIM DIVIDENDS

The Board announced to pay an interim dividend of 1.0 HK cent (2000: 3.0 HK cents) per share in respect of the six months ended 31 December 2001 to shareholders whose names appear on the Registers of Members on 19 March 2002. Dividend warrants will be sent to shareholders on or about 22 March 2002.

CLOSURE OF REGISTERS OF MEMBERS

The Registers of Members will be closed from 18 March 2002 to 19 March 2002, both dates inclusive. In order to qualify for the interim dividend, transfers accompanied by the relevant share certificates must be lodged with the Company's Share Registrars in Hong Kong, Central Registration Hong Kong Limited, 17th Floor, Hopewell Centre, 183 Queen's Road East, Hong Kong not later than 4:00pm on 15 March 2002.

Results

In year 2001, the Group had faced the significant decline of the global electronics industry. The negative impacts of the burst of the Internet bubble in late 2000 had dragged on much longer than expected and was further aggravated by the tragic events of September 11. These continued to prolong the already sluggish consumer spendings, despite the aggressive interest rate cuts by the US Federal Reserve in an attempt to boost the U.S. economy. All these had impacted unfavourably on the Group's Printed Circuit Board ("PCBs"), Liquid Crystal Displays ("LCDs") and Magnetic Products Businesses.

Turnover of the PCB Business decreased by HK$486.9 million or 33.0% to HK$990.5 million for the six months ended 31 December 2001 (the "Period") from HK$1,477.4 million for the six months ended 31 December 2000 (the "Previous Period").

Profit of the PCB Business before tax and minority interest for the Period stood at HK$110.8 million, a decrease of HK$170.1 million or 60.6% from HK$280.9 million of the Previous Period. The PCB Business has made HK$52.8 million contribution to the Group's net profit for the Period. In the Previous Period, the Group's share of the PCB Business's profit amounted to HK$102.2 million.

The Group has incorporated PCB Business in its consolidated financial statements for the Period, which was only equity accounted for in the Previous Period.

The aggregate turnover of the LCD and Magnetic Products Businesses for the Period was HK$159.3 million, an increase of HK$9.1 million or 6.1% over HK$150.2 million for the Previous Period.

The consolidated net profit from ordinary activities attributable to the shareholders for the Period was HK$16.4 million, a decrease of 80.8% or HK$69.1 million from HK$85.5 million in the Previous Period.

Basic earnings per share for the Period was 1.39 HK cents, a decrease of 81.0% from 7.30 HK cents (restated) for the Previous Period.

Business Review

Printed Circuit Boards

At the beginning of the Period, the electronics industry was still very much affected by the dotcom downturn. The excessive inventory of finished electronic goods leftover from year 2000 took six to nine months to clear after the Internet bubble burst. With the inventory cleared, a possible recovery seemed just around the corner as order bookings started to improve in August 2001 and highest shipments were recorded in September among the Period. The unexpected 911 tragedy dampened the possible recovery that might have been led by seasonal sentiments in the fourth quarter of 2001. Business after the 911 tragedy remained flat as customers took a cautious approach in placing new orders.

The Group's average PCB plant capacity utilisation during the Period was only maintained at around 65% to 70%.

A stronger pickup was noted in November and December 2001 for the computer sector compared with the relatively volatile communication sector. Sales of PCBs to computer and peripheral sectors contributed some 54% of the PCB's turnover during the Period as compared to 49% for the second half of the last financial year. 

Over the Previous Period, the layer count mix improved with more 8-layer PCBs being produced for mobile hand-sets. 

The decrease in global demand and the excessive PCB capacity naturally resulted in keener competition and the PCB Business experienced an average selling price decline of 15% and 17% as compared with the first and second halves of the last financial year respectively. The lower selling prices had a larger impact on higher margin products, such as 6-layer and above PCBs. The reduction in average selling prices could not be matched by the reduction in the major raw material prices and lower distribution costs. 

Despite the adverse conditions, our strategy of moving to higher layer counts and newer manufacturing technology remains. During the Period, the Group had invested in high-density interconnect equipment and technology at the new Kaiping Plant III which has been successfully qualified by one of the Group's telecommunication customers.

The Nanjing Plant which is a joint venture set up to produce PCBs for the local consumer market in the East China area, was fully loaded most of the time during the Period. In order to capture this growing market sector, the joint venture company further invested US$7 million to set up a new plant in Nanjing Economic & Technical Development Zone so as to increase its annual PCB capacity from the current 1.2 million square feet to around 3.0 million square feet within 12 months' time. The new Nanjing plant commenced production after the Chinese New Year.

The Group has taken proactive steps to better manage the manufacturing costs. These included the temporary shut down of two of the thirteen PCB manufacturing plants, the lay-off of about 140 employees from Hong Kong operation and the deferment of capital expenditure on a need-to-spend basis.

Liquid Crystal Displays

During the Period, the Group carried out a major restructuring program in its LCD Business, in which the Dongguan Plant was closed and the LCD operations were consolidated in its Huangpu production Plant. Costs incurred for the restructuring were approximately HK$12.6 million. The closure of the Dongguan Plant and the downsizing of administrative headcounts reduced operating expenses of LCD Business by about HK$28 million per year. The Huangpu Plant will focus on the higher value-added products that offer better margins. 

Operating efficiencies had improved since the consolidation, and the LCD Business had started contributing operating profit to the Group since November 2001.

The turnover of the LCD Business for the Period was HK$114.2 million, a HK$12.2 million or 12.0% increase over HK$102.0 million for the Previous Period. This was mainly due to the improvement in product mix than the Previous Period that the share of lower-end products decreased to 72% for the Period from 86% for the Previous Period. The average panel selling price of the Period improved by approximately 16% when compared with the Previous Period.

Operating result for the Period was HK$9.1 million loss, which included a non-recurring expense of HK$12.6 million for the restructuring exercise of the LCD Business as above-mentioned. Excluding this non-recurring expense, the LCD Business achieved an operating profit of HK$3.5 million for the Period as compared with HK$12.9 million loss for the Previous Period.

Magnetic Products

The turnover of the Magnetic Products Business for the Period was HK$45.1 million, a 6.4% or HK$3.1 million decrease from HK$48.2 million turnover for the Previous Period. Operating result for the Period was a loss of HK$2.2 million as compared with HK$6.2 million profit for the Previous Period. The sluggishness of the electronics industry, and especially in the telecommunication, computer and networking related sectors, during the Period had resulted in a stagnant market and price cuts in magnetic products, particularly in long-run products.

During the Period, sales of components from new design wins that offer higher margins had helped to improve the overall sales margin.

Information Technology

The Group streamlined its Information Technology ("IT") Business during the Period in order to achieve cost-effectiveness in the services provided. The development of Supply Chain Management (SCM) software progressed according to plan, while more features have been added to enhance the software's versatility and functionality. During the Period, the Group also provided consultancy services for e-commerce and the implementation of business enterprise software.

The joint venture investment in China, Beijing Yilaida Information Technology Limited ("Yilaida"), started its work on building of an information portal to facilitate the import and export of electronic components in China. This information portal will be managed by committee members of the China Electronic Components Association ("CECA"), a semi-governmental body with over 1500 members throughout China. Yilaida provided professional services to local and foreign customers during the Period and will in the second half of the financial year 2002 also focus on providing consultancy services to CECA members, employing state-of-the-art technology to improve their throughput.

Future prospects

With a number of economic indices in the US showing signs of improvement in the last two months, industry analysts are inclined to believe that the US economy has bottomed out and a gradual improvement may be on the horizon.

In the medium and long term, the view of continued growth in the communication, networking, and personal computers and handheld devices sectors arising out of increases in demand remains unchanged.

China is forecast to achieve higher economic growth in the coming years. With a strong manufacturing presence in China, the Group is well positioned to take full advantage of the enhanced business opportunities in the region.

Printed Circuit Boards

In the short term, the PCB industry remains very much dependent on the magnitude of the economic recovery in the US and we expect the coming few months to be challenging.

As the quality and capability of China PCB manufacturers catch up and the cost advantage over PCB manufacturers in the US, Europe and Japan continues, overseas PCB manufacturers are losing their competitiveness. Because of this, the Group expects to see further consolidation in the PCB industry and more PCB plant closures to occur in the US, Europe and Japan which may result in an improved and more balanced global PCB capacity in the first half of the next financial year.

As a consequence of the current macro PCB industry conditions, the Group has decided to postpone the installation of our new Huangpu East Plant by around six months until the second quarter of the next financial year, by which time we expect our PCB capacity utilisation to have improved.

From the marketing perspective, the Group projects that the China PCB market will undergo the same high growth rate as the Southeast Asian market has experienced over the last seven to eight years as Original Equipment Manufacturers ("OEMs") and Contract Manufacturers ("CMs") begin to invest heavily in China.

A report on the PCB industry by BPA Management & Technology Ltd. revealed that, as a result of a similar migration by OEMs and CMs in the years from 1995 through 2000 to Southeast Asia, the PCB market in Southeast Asia, excluding Japan, grew during that period from US$3.8 billion to US$10.5 billion with a compound average annual growth rate of 22.4%.

In the medium and long term, the Group is still optimistic on the market growth in the region. In a preliminary industrial report revealed by NT Information Ltd., the Group continues to hold the largest PCB capacity in China in 2001 and, as such, is well positioned to take advantage of the growing regional business opportunities in the years ahead.

Liquid Crystal Displays

The LCD Business will maintain its strategy of focusing on higher value-added LCD products for telecommunication, medical, instrumentation and automobile sectors. Engineering, marketing and sales, and product managements will continue to be strengthened for quality, cost controls and improvements. Sales networks will be expanded in the US and Europe. 

Magnetic Products

With its new products such as magnetic-integrated connectors and multi-port magnetic modules for networking/telecommunication applications coming on stream, and the development of power magnetic products for industrial applications, the Magnetic Products Business continues to position itself in line with these latest developments. Thanks to the support of our research and development centers and the global presence of our sales network, increased design wins and customer approvals have been obtained during the Period. With the continuous improvements in the automation and optimization of our manufacturing facilities, our products are more than able to satisfy the challenging requirements of different market segments, ranging from volume consumer products to high-end telecommunication products.

The average orders in take for the last two months have increased over the average for the six months period just past, as mainly attributable to the orders from new design wins.

Information Technology

Although the current IT market remains sluggish in Hong Kong due to the global economic downturn, the Group believes that with China's accession to the World Trade Organisation, more business opportunities will emerge as a result of the great demand for e-commerce applications and services in this area. The Group will continue to focus on this trend. At the same time, the Group will also consider to seek investment opportunities and collaborate with business partners in order to enhance its operations in the information technology sector still further.

Provided that the economies in the US and Europe gradually improve in the coming quarters, the Directors are cautiously optimistic of better results from all Businesses in the second half of the current financial year.

Management discussion and analysis

Segmental information

A table showing the contribution to profit before tax from each of the four business segments and the share of profits of associates and jointly controlled entity is listed in note 2 to the financial statements. Turnover and profit for PCB and Magnetic Products Businesses decreased due to economic situation as mentioned above. The LCD Business has benefited by the restructuring exercise as both profit and turnover improved. 

Due to the compliance of accounting standards, the consolidated profits and loss account for the Previous Period only equity accounted for the proportionate share of the results of Elec & Eltek International Company Limited ("EEICL") but the current Period has consolidated the result of the PCB Business. The operating result of the PCB Business for the Period and the Previous Period is listed below.

Total interest expenses for the Period increased mainly due to the interest paid on a HK$400 million loan borrowed to finance the acquisition of additional shares in EEICL under a partial offer on 15 June 2001.

Operating performance of The PCB Business for the six months period ended 31 December 2000 and 2001 respectively is as follows:


2001

2000



HK$'000

HK$'000


REVENUE





External Sales
990,549

1,477,496


SEGMENT RESULTS





Profit before interest income
113,206

288,131


Interest income
498

2,402








Profit from operating activities
113,704

290,533


Finance cost
(2,871
)
(9,654
)







Profit before tax
110,833

280,879








Reconciliation:





Profit before tax attributable to the Group for the period:





Attributable share of the above
N/A

122,608


Less: Minority Interest and Consolidation Adjustments
N/A

(9,711
)







As per note 2
N/A

112,897


Exposures to fluctuation in interest and exchange rates

In the period under review and for the coming six months, the LCD Business is exposed to foreign currency risk for the purchase of raw material amounting to about HK$3 million per month payable in Japanese Yen. The Group's long and short-term bank borrowings are also fixed at floating interest rate terms. Management's attitude is risk adverse and is prepared to put hedging measures in place should the market situation turn volatile. At 31 December 2001 there was no material off-balance sheet financial instrument outstanding.

Liquidity and financial resources

There is no significant change in the liquidity position of the Group. The ratio of total bank borrowing to shareholders' equity at 31 December 2001 was 1.28 (30 June 2001: 1.27 - restated). At 31 December 2001, the Group has a total of HK$826.3 million outstanding long and short-term bank borrowings (30 June 2001: HK$825.1 million) mainly denominated in United State dollars and Hong Kong dollars at commercial floating interest rates. The long-term bank loans have repayment terms ranging from one and half year to five years. 

Major acquisition and disposal of subsidiaries and associates

The Group did not make any significant new acquisition or realisation of investments during the Period. However, the Company's percentage equity interest held in EEICL had reduced from 52.15% to 51.84% as caused by the deemed disposal effect resulting from the exercise of EEICL share options by EEICL's employees. The total loss on this deemed disposal was approximately HK$2.5 million and was included in other operating expenses. 

Employee and remuneration policies

At 31 December 2001, the Group had approximately 8,500 (30 June 2001: 9,300) employees worldwide. The slight reduction in number of employees was mainly due to consolidation of LCD plants. There was no change in the Group's employee remuneration policy, which is structured by reference to market terms and industry practice. Other staff benefits such as option schemes, incentive schemes, bonus and insurance policies also remained the same.

AUDIT COMMITTEE

The Audit Committee engaged the external auditors to assist the Audit Committee in its review of the interim accounts. The external auditors' review consisted of management enquiries and analytical procedures, but was neither an audit nor a review under the guidelines of SAS700 issued by the Hong Kong Society of Accountants. On 22 February 2002, the Audit Committee met with the management and the external auditors to review the interim accounts and consider the significant accounting policies, and to discuss with the management about the Group's internal control system.

CORPORATE GOVERNANCE

None of the Directors is aware of any information that would reasonably indicate that the Company is not, or was not for any part of the accounting period covered by the interim report, in compliance with the Code of Best Practice as set out in Appendix 14 of the Rules Governing the Listing of Securities (the "Listing Rules") on The Stock Exchange of Hong Kong Limited (the "Stock Exchange").

PURCHASE, SALE OR REDEMPTION OF THE COMPANY'S LISTED SHARES

Neither the Company, nor any of its subsidiaries purchased, sold or redeemed any of the Company's listed shares during the Period.

PUBLICATION OF DETAILED INTERIM RESULTS ON THE STOCK EXCHANGE'S WEBSITE

Financial and other information for the Period required by paragraph 46(1) to 46(6) of Appendix 16 of the Listing Rules will be published on the Stock Exchange's website in due course. This announcement can also be accessed on the website: http://www.eleceltek.com.

By Order of the Board

David So Cheung Sing

Chairman

Hong Kong, 26 February 2002

Please also refer to the published version of this announcement in the South China Morning Post dated 27/2/2002

PAGE  
1
Elec & Eltek International Holdings Limited

02-02-27

