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Vanda Systems & Communications Holdings Limited

(incorporated in Bermuda with limited liability)

ANNOUNCEMENT OF RESULTS

FOR THE YEAR ENDED 31ST MARCH, 2002

FINAL RESULTS

The Board of Directors (the "Directors") of Vanda Systems & Communications Holdings Limited (the "Company") announces the audited consolidated results of the Company and its subsidiaries (the "Group") for the year ended 31st March, 2002 together with the comparative figures for the previous year as follows:-


Notes
2002

2001




HK$'000

HK$'000


Turnover






  Continuing operations

1,085,905

1,157,044


  Discontinuing operations

17,181

92


  Discontinued operations
5
-

7,897











1,103,086

1,165,033


Cost of sales

(966,146
)
(1,018,050
)








Gross profit

136,940

146,983


Other revenue

28,247

105,455


Selling and distribution costs

(52,191
)
(43,709
)

Administrative expenses

(201,173
)
(189,451
)

Other operating expenses

(76,800
)
(156,565
)

Loss on disposal of discontinued operations
5
-

(20,954
)








Loss from operating activities
1





  Continuing operations

(161,412
)
(143,157
)

  Discontinuing operations

(3,565
)
(5,222
)

  Discontinued operations
5
-

(9,862
)










(164,977
)
(158,241
)

Finance costs
6
(28,860
)
(24,019
)

Share of profits and losses of associates

(1,163
)
(4,281
)

Amortisation of goodwill






  on acquisition of associates

(107
)
-


Impairment of goodwill on






  acquisition of associates

(1,179
)
-









Loss before tax

(196,286
)
(186,541
)

Tax
2
(23
)
(10,375)









Loss before minority interests

(196,309
)
(196,916)


Minority interests

5,240

8,147









Net loss attributable to shareholders

(191,069
)
(188,769
)








Loss per share
3





  Basic

(45.5 cents)

(45.8 cents)









  Diluted

N/A

N/A


Notes:

1.
Loss from operating activities


2002

2001



HK$'000

HK$'000


This is arrived at after (charging) and crediting :





Interest income
7,708

15,240


Gain on disposal of subsidiaries
7,339

-


Gain of disposal of an associate
561

-


Gain of disposal of a long term investment
-

83,232


Gain on deemed disposal of interest in an associate
-

720


Impairments of long term investments
-

(49,978
)

Loss on disposal of discontinued operations
-

(20,954
)

Loss on disposal of an associate
-

(5
)

Loss on disposal of short term investments
(61
)
-


Impairment of investment in an associate
(237
)
-


Goodwill on acquisition of subsidiaries :





  Amortisation for the year
(2,508
)
-


  Impairment arising during the year
(9,533
)
-


Loss on deemed disposal of partial interests in subsidiaries
(682
)
-


Unrealised loss on other investments
(1,091
)
(435
)

Provision for loss on put option granted
(10,000
)
-


Provisions for impairments of deferred development costs
(4,330
)
(55,969
)

Provisions for and write off of bad and doubtful debts
(26,424
)
(47,411
)

Provisions against inventories (included in cost of goods sold)
(32,935
)
(28,797
)

Revaluation deficit of investment properties
(2,630
)
(80
)

Provision for redundancy costs
(4,815
)
-


Loss on disposal / write off of fixed assets
(14,488
)
(2,687
)

Amortisation of deferred development cost
(441
)
(11,768
)

Depreciation
(20,027
)
(16,567
)

2.
Tax


2002

2001



HK$'000

HK$'000


Current year provision:





  Outside Hong Kong
1,683

9,597








Prior years under/(over)provision:





  Hong Kong
(4
)
-


  Outside Hong Kong
165

(10
)








161

(10
)







Deferred tax
(1,821
)
788








Tax charge for the year
23

10,375


No provision for Hong Kong profits tax has been made because the Company and its subsidiaries had no assessable profits arising in Hong Kong during the year. In the prior year, Hong Kong profits tax was provided at 16% on the estimated assessable profits arising in Hong Kong.

Tax on the profits of the Company and its subsidiaries operating outside Hong Kong is calculated at the rates prevailing in the respective jurisdictions of their operations based on existing legislation, interpretations and practices in respect thereof.

3.
Loss per share

The calculation of the basic loss per share is based on the net loss attributable to shareholders for the year of HK$191,069,000 (2001: HK$188,769,000) and the weighted average of 420,214,000 (2001: 411,802,000) ordinary shares in issue during the year.

Diluted loss per share amounts for the current and prior years have not been shown, as the potential ordinary shares of the Group outstanding during the both years had an anti-dilutive effect on the basic loss per share for the years.

4.
Segmental information

An analysis of Group turnover and contribution/(absorption) to loss from operating activities by geographical location and principal activity is as follows:

By geographical location:


Turnover
Contribution / (absorption)


2002

2001

2002

2001



HK$'000

HK$'000

HK$'000

HK$'000


The People's Republic of China









  (other than Hong Kong and Macau)
526,673

313,964

(29,918
)
(154,101
)

Hong Kong and Macau
163,272

197,076

(42,835
)
(35,582
)

South Asia
413,141

653,993

(42,589
)
32,615


Unallocated




(41,060
)
(30,210
)












1,103,086

1,165,033

(156,402
)
(187,278
)











Other gains and losses




(8,575
)
29,037












Loss from operating activities




(164,977
)
(158,241
)

By principal activity:


Turnover
Contribution / (absorption)


2002

2001

2002

2001



HK$'000

HK$'000

HK$'000

HK$'000


Systems integration of mid-range 









  computers and software services
784,186

674,842

(76,958
)
(140,226
)

Distribution of computer products
301,719

477,095

(31,280
)
23,247


E-business (Discontinuing)
17,181

92

(2,346
)
(5,030
)

Cabling and intelligent building 









  project (Discontinued)
-

7,897

-

(9,862
)

Unallocated
-

5,107

(45,818
)
(55,407
)












1,103,086

1,165,033

(156,402
)
(187,278
)











Other gains and losses




(8,575
)
29,037












Loss from operating activities




(164,977
)
(158,241)


5.
Discontinued operations

On 27th April, 2000, Tenfold Profits Company Limited, a wholly-owned subsidiary of Baring Asia Private Equity Fund, exercised in full the rights attached to the Company's 5% US$6,500,000 Exchangeable Bonds to exchange for a 39.23% equity interest in Comtech Engineering and Consultant Company Limited ("Comtech") that was held by the Group. The Group held a 57.69% interest in Comtech immediately prior to this transaction. Consequently, the Group's interest in Comtech was reduced to 18.46%, and since then, Comtech was ceased to be a subsidiary of the Group.

Comtech was accounted for as a subsidiary in the Group's consolidated financial statements until 27th April, 2000, the date when the Group disposed of its 39.23% interest therein.

The Group's operations related to the business of cabling and intelligent building projects and trading of telecommunication products and cables in Hong Kong and PRC were conducted through Comtech. Such operations were discontinued ("Discontinued Operations") when Comtech ceased to be a subsidiary of the Group.

The results of the Discontinued Operations were accounted for until the effective dates of disposal, and the related assets and liabilities were included in the calculation of net loss arising on the disposal of the Discontinued Operations which amounted to HK$9,862,000 for the year ended 31st March, 2001.

6.
Finance Costs

These represent interest expenses incurred on bank borrowings, supplier loans, finance leases and convertible bonds.

7.
Share capital

During the year, 1,591,000 ordinary shares of HK$0.10 each were issued pursuant to the exercise of the Company's share options by the holders at various exercise prices with total proceeds received of HK$1,256,000.

During the year, the Company repurchased 632,000 of its own ordinary shares that were listed on The Stock Exchange of Hong Kong Limited at prices ranging from HK$0.72 to HK$0.80 per share for a total consideration of approximately HK$476,000.

8.
Contingent liability


2002

2001


HK$'000

HK$'000

Guarantees given to banks and suppliers in connection with:




  Facilities granted to a third party
-

18,750

  Bank guarantees provided by banks to customers
16,907

4,251







16,907

23,001

At the balance sheet date, the facilities of HK$16,907,000 (2001: HK$4,251,000) in respect of bank guarantees had been utilised by the Group.

9.
Capital commitment


2002

2001


HK$'000

HK$'000

Capital commitments - contracted for
-

14,671

There are no significant capital commitments authorised but not contracted for by the Group as at 31st March, 2002 (2001: Nil).

10.
Pledge of assets

As at 31st March, 2002, certain land and buildings with net book values of HK$46,994,000 (2001:HK$14,535,000), investment properties with carrying values of HK$7,500,000 (2001:HK$9,280,000) and bank deposits of HK$52,437,000 (2001:HK$42,725,000) were pledged to banks as security for banking facilities granted to the Group.

11.
Comparative amounts

Due to the adoption of certain new and revised Statements of Standard Accounting Practice during the current year, the accounting treatment and presentation of certain items and balances in the financial statements have been revised to comply with the new requirements. Accordingly, certain comparative amounts have been reclassified to conform to the current year's presentation.

12.
Approval of the audited financial statements

The audited financial statements were approved and authorized for issue by the board of directors on 25th July, 2002.

DIVIDEND

No interim dividend was paid during the year (2001: Nil) and the directors do not recommend the payment of any final dividend in respect of the year ended 31st March, 2002 (2001: Nil).

BUSINESS REVIEW

For the year ended 31st March, 2002, the Group recorded a total revenue of HK$1,103,086,000, a moderate drop from the previous year of HK$1,165,033,000; the Group reported a net loss attributable to shareholders of HK$191,069,000 (2001: HK$188,769,000).

A solid growth was reported in our Mainland China operation with a total revenue amounted to HK$526,673,000, representing an increase of about 68% as compared to the same period last year of HK$313,964,000. This significant increase is attributed to the winning of several major contracts against keen competitors.

The Group's business performance in Hong Kong, Macau and South Asia, however, was adversely affected by the weak global economy, which was further aggravated by the US 911 incident. Total turnover of HK$576,413,000 in these locations dropped by about 32% as compared to the same period last year.

Against the backdrop of slow economy and fierce competition, the Group continued to rationalize by streamlining operation expenses and optimizing cost structure. However, during the year under review, a significant loss was recorded which was mainly due to a number of large provisions. Based on our consistent prudent accounting principles, a sizable provision was made for inventory and account receivable incurred in China and South Asia. Provisions were also made for divestment of a number of non-core businesses within the Group to align with our new development strategy. In addition, as part of the measures to reduce operational costs, the Group has streamlined its workforce by 20% during the financial year. All these are necessary measures and actions to ensure our future delivery of more promising returns for investors.

Systems Integration

The Group continues to be the leading systems integrator in the banking sector in Mainland China. China's entry into WTO has stimulated a strong demand for various industries to speed up their technology capabilities. During the period under review, the Group's systems integration business in the region has recorded significant growth over the corresponding period. The Group was pleased to have secured several major contracts in the Mainland China during the year. They included provision of services for the Construction Bank of China the Agricultural Bank of China, Check-Clearing Centre for the People's Bank of China and branches of the Rural Credit Cooperative Unions in Zhejiang, Shunde and Tianjin. Our services offered to these banks included integrating and upgrading their banking systems as well as revamping their networks.

Whereas in Hong Kong, Macau and South Asia, many of our clients' IT budgets were trimmed and plans for procurement were deferred due to the global economic downturn. Major projects completed in the regions including data center consolidation for ABN Amro and banking applications for BNP Paribas in Singapore; the supply of hardware and managed availability solution to Hong Kong and Shanghai Banking Corporation in Malaysia; implemented Enterprise Data Warehouse and Business Intelligence applications for the Country's Employee Provident Fund; and in Hong Kong, implemented mid-range computer systems for Sema Hong Kong.

Software Business

The Group has made substantial investment on software products development in the past, in particular, banking software. A series of banking application solutions have been developed and launched throughout the years. Our flagship product, VisionBanking CoreSys was specially designed to cater for the requirements by the domestic banks in China to meet the imminent challenges when the country enters into the WTO.

The Group has, over the years, built a very impressive client base in the banking sector. VisionBanking CoreSys has been customized and widely adopted by our clients in China including China Construction Bank, Agricultural Bank of China, City Commercial Banks and Rural Credit Cooperative Unions.

To enhance its competitiveness, in March 2002, the Group's systems integration and software business in Mainland China were merged into one business unit to optimize cost.

Mid-range Computer Systems Distribution in South Asia

Business for high-end computer systems distribution in South Asia was adversely affected by the weak consumer demand and slow-down of business activities. Azure Technologies, the Group's subsidiary in distribution, recorded substantial revenue decline. Moreover, many of the corporations were struggling for existence; the Group has accordingly made provisions for account receivable and inventory to truly reflect the difficult trading conditions.

In view of this, the Group has determined to adopt a more stringent discipline in the areas of inventory and collection of account receivable. Such measure will allow our operations to be more cost efficient and better adapt in a rapid changing market place.

e-Business

To realign our focus, the Group has disposed part of its interest in an e-business operation, DigiLogistics.com Ltd. shortly after the balance sheet date so that its shareholding in that company was reduced from 95% to 19.9%.

Liquidity and Financial Resources

As at 31st March, 2002, the total of bank balances and bank deposits and the total bank and other borrowing (excluding convertible bonds) of the Group was HK$169 million (2001: HK$202 million) and HK$131 million (2001: HK$210 million) respectively. Gearing ratio as at 31st March, 2002 has not been shown as the Group recorded a net liability position as at that date. As at 31st March, 2001, the Group's gearing ratio, calculated based on the consolidated net assets value (including those shared by minority interests) of HK$176 million and the consolidated net borrowings (including the convertible bonds and net of cash, bank balances and bank deposits) of HK$286 million was 1.63.

As at 31st March, 2002, the outstanding convertible bonds amounted to HK$277 million which comprise convertible bond of HK$197,966,637 issued to Hutchison International Limited ("2002 HIL Bond") and convertible bond of HK$79,186,656 issued to an independent third party ("I3P Bond"). On 3rd April, 2002, the Company issued convertible bonds bearing interest at 4% per annum maturing on 3rd April, 2005 to Hutchison International Limited and DBS Nominees Private Limited in the principal amounts of HK$197,966,637 ("2005 HIL Bond") and HK$136,465,000 ("FI Bond") respectively. The consideration for the issue of the 2005 HIL Bond was settled by the surrender of 2002 HIL Bond. The consideration for the issue of FI Bond was settled by cash of which HK$78 million was used for the repayment of I3P Bond and the balance of HK$58 million was used for working capital of the Group. The I3P Bond was fully settled on 8th April, 2002.

The bondholders have reassured their continued support for the Group. The bonds, which mature in 2005 if not previously converted, will be redeemable in accordance with their terms and conditions.

The Group has reviewed its banking facilities with its principal banks. Certain facilities had been renewed after the balance sheet date.

The financial statements have been prepared on a going concern basis having regard to the current financial position and future anticipated liquidity positions of the Group and after taking into consideration various factors mentioned above.

PROSPECTS

New Strategic Development

Following the strategic partnerships with Hutchison International Limited and DBS Private Equity in April 2002, the Group went through a corporate restructure in a bid to improve business performance as well as operational efficiency. A new Chief Executive Officer, Mr. Loh Tiak Koon was appointed and the management team was reorganized to put the new strategy in place.

Under the new leadership, the Group will focus on:

*
Strengthen our core business of systems integration services and divest all non-core business

*
Merge the systems integration and software operations and drive down selling and administration costs.

*
Improve operational disciplines including project delivery and working capital management

*
Improve profit margins by driving deeper values through software solutions and services.

*
Increase annuity based and repeated business.

Over the years, Vanda has laid solid foundation and established itself as a leading systems solution provider. Our fundamentals have not changed; our extensive network and client base in China and South Asia, in-depth knowledge in the banking sector, technical know-how and close relationship with our business partners. All remain strong and will enable us to move forward.

Mainland China will remain as the Group's primary geographical market. We will capitalize our strengths in the banking and financial sectors to provide solutions and services and maximize potential. In addition, we will leverage our extensive partners network in South Asia to deliver a broader range of synergetic solutions and technologies to fulfill customers' requirements.

With a clear business focus and a new management team, the Group is now poised to meet the challenges and opportunities ahead. We are committed to pursuing market competitiveness, creating long-term value for our shareholders, building strong partnerships with our customers, helping them with the best and value -added solutions, and maximizing their IT investment.

APPRECIATION

On behalf of the Board of Directors, I would like to express my appreciation to our shareholders for their continued support and trust towards the development of the Group. I would also like to extend my sincere gratitude to all our dedicated employees for their contribution and hard work.

CLOSURE OF REGISTERS OF MEMBERS

The Registers of Members will be closed from 4th September, 2002 to 11th September, 2002, both days inclusive. In order to qualify for attending the forthcoming annual general meeting, all transfers accompanied by the relevant share certificates must be lodged with the Company's share registrars, Tengis Limited, 401 Hutchison House, 10 Harcourt Road, Central, Hong Kong not later than 4:00 p.m. on 3rd September, 2002.

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

During the year ended 31st March, 2002, the Company repurchased its own shares on The Stock Exchange of Hong Kong Limited, the details of which are set out as follows:





Total 

Date
Number of shares
Highest
Lowest
consideration



HK$
HK$
HK$

4th April, 2001
98,000
0.80
0.80
78,693

9th April, 2001
214,000
0.78
0.75
162,544

10th April, 2001
320,000
0.74
0.72
234,852







Total
632,000


476,089

The above shares were cancelled upon repurchase and accordingly, the issued share capital of the Company was reduced by the nominal value of these shares. The premium and brokerage expenses payable on repurchase were charged against the share premium account.

Apart from the repurchase of shares mentioned above, there was no purchase, sale or redemption by the Company or any of its subsidiaries of the Company's listed securities during the year.

COMPLIANCE WITH THE CODE OF BEST PRACTICE

Throughout the year and up to the date of this announcement, 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 of Hong Kong Limited, except that the independent non-executive directors of the Company were not appointed for specific terms but are subject to retirement by rotation and re-election at the annual general meeting in accordance with the Company's bye-laws.

PUBLICATION OF ANNUAL RESULTS ON THE WEBSITE OF THE STOCK EXCHANGE

Information that is required by paragraphs 45(1) to 45(3) of Appendix 16 of the Rules Governing the Listing of Securities on The Stock Exchange of Hong Kong Limited will be published on the website of The Stock Exchange of Hong Kong Limited (http://www.hkex.com.hk) in due course.

By order of the Board

Lam Hon Nam

Co-Chairman

Hong Kong, 25th July, 2002

NOTICE OF ANNUAL GENERAL MEETING

NOTICE IS HEREBY GIVEN that an Annual General Meeting of Vanda Systems & Communications Holdings Limited will be held at Units 625-676, 6/F, Hongkong International Trade & Exhibition Centre, 1 Trademart Drive, Kowloon Bay, Kowloon, Hong Kong on Thursday, 12th September, 2002 at 10:30 a.m. for the purpose of considering and, if thought fit, passing the following resolutions as Ordinary Resolutions respectively: 

ORDINARY RESOLUTIONS

1.
To receive and consider the audited financial statements and the reports of the Directors and Auditors for the year ended 31st March, 2002;

2.
To re-elect Directors of the Company and to authorise the board of Directors to fix the Directors' remuneration;

3.
To re-appoint Ernst & Young as the auditors of the Company and to authorise the Directors to fix their remuneration; and

4.
As special business, to consider and, if thought fit, pass the following resolutions as ordinary resolutions of the Company:

(A)
"THAT the maximum limit (the "General Scheme Limit") in respect of the granting of share options under the share option scheme adopted by the Company on 2nd April, 2002 (the "Share Option Scheme") be refreshed provided that the total number of shares of HK$0.10 each in the capital of the Company (each a "Share") which may be allotted and issued upon the exercise of all options to be granted under the Share Option Scheme and any other share option scheme of the Company must not exceed 10 per cent. of the Shares in issue as at the date of approval of the refreshed General Scheme Limit."

(B)
"THAT
(i)
the exercise by the Directors during the Relevant Period of all powers of the Company to purchase shares in the capital of the Company be and is hereby generally and unconditionally approved;

(ii)
the respective aggregate amounts of shares which may be purchased on The Stock Exchange of Hong Kong Limited (the "Stock Exchange") or any other stock exchange recognised for this purpose by the Securities and Futures Commission of Hong Kong and the Stock Exchange pursuant to paragraph (i) of this Resolution during the Relevant Period shall be no more than 10 per cent. of the aggregate nominal amount of the issued share capital at the date of passing of this Resolution;

(iii)
for the purpose of this Resolution:

"Relevant Period" means the period from the passing of this Resolution until whichever is the earlier of:

(a)
the conclusion of the next annual general meeting of the Company;

(b)
the expiration of the period within which the next annual general meeting of the Company is required by law to be held; and

(c)
the revocation or variation of the authority given under this Resolution by ordinary resolution of the shareholders of the Company in general meeting.

(C)
"THAT
(i)
subject to the limitation mentioned in paragraph (iii) of this Resolution, the exercise by the Directors during the Relevant Period of all the powers of the Company to allot, issue and deal with additional shares in the capital of the Company and to make or grant offers, agreements and options, which might require the exercise of such powers be and is hereby generally and unconditionally approved;

(ii)
the approval in paragraph (i) above shall authorise the Directors during the Relevant Period to make or grant offers, agreements and options, which might require the exercise of such powers after the end of the Relevant Period;

(iii)
the aggregate nominal amount of share capital allotted or agreed conditionally or unconditionally to be allotted (whether pursuant to an option or otherwise) by the Directors pursuant to the approval in paragraph (i) above, otherwise than pursuant to (a) a Rights Issue, (b) the exercise of options granted under any share option scheme adopted by the Company from time to time, (c) any scrip dividend or similar scheme, and (d) the exercise of subscription or conversion under the terms of any warrants issued by the Company or any securities which can be converted into shares of the Company and from time to time outstanding, shall not exceed the aggregate of (aa) 20 per cent. of the aggregate nominal amount of the share capital of the Company in issue at the date of passing this Resolution plus (bb) (if the Directors are so authorised by separate ordinary resolution of the Company) the nominal amount of share capital repurchased by the Company subsequent to the passing of this Resolution (up to a maximum equivalent to 10 per cent. of the aggregate nominal amount of the issued share capital of the Company at the date of passing this Resolution) and the said approval shall be limited accordingly; and

(iv)
for the purpose of this Resolution:

"Relevant Period" means the period from the passing of this Resolution until whichever is the earlier of:

(a)
the conclusion of the next annual general meeting of the Company;

(b)
the expiration of the period within which the next annual general meeting of the Company is required by law to be held; and

(c)
the revocation or variation of the authority given by this Resolution by ordinary resolution of the shareholders of the Company in general meeting; and

"Rights Issue" means an offer of shares open for a period fixed by the Company or by the Directors to holders of shares on the register on a fixed record date in proportion to their then holdings of such shares (subject to such exclusions or other arrangements as the Directors may deem necessary or expedient in relation to fractional entitlements having regard to any restrictions or obligations under the laws of, or the requirements of any recognised regulatory body or any stock exchange in, any territory outside Hong Kong)"

(D)
"THAT the Directors of the Company be and they are hereby authorised to exercise the powers of the Company referred to in paragraph (i) of the Resolution set out as Resolution 4(C) in the Notice of this Meeting in respect of the share capital of the Company referred to in sub-paragraph (bb) of paragraph (iii) of such Resolution."

By Order of the Board

Lam Hon Nam

Co-Chairman

Hong Kong, 25th July, 2002

Notes :

1.
Any member entitled to attend and vote at the meeting convened by the above notice is entitled to appoint one or more proxies to attend and vote on his/her behalf. A proxy need not be a member of the Company. If more than one proxy is so appointed, the appointment shall specify the number of shares in respect of which each such proxy is so appointed.

2. The instrument appointing a proxy and the power of attorney or other authority (if any) under which it is signed or a certified copy of such power or authority, must be lodged with the Company at Units 625-676, 6/F, Hongkong International Trade & Exhibition Centre, 1 Trademart Drive, Kowloon Bay, Kowloon, Hong Kong not less than 48 hours before the time appointed for holding the meeting or the adjourned meeting.

Please also refer to the published version of this announcement in the China Daily dated 26 July 2002.

VANDA SYSTEMS & COMMUNICATIONS HOLDINGS LIMITED

26 July 2002

1

