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LEI SHING HONG LIMITED

(Incorporated in Hong Kong with limited liability)

Announcement of Interim Results for 2002

The Board of Directors (the “Board”) of Lei Shing Hong Limited (the “Company”) is pleased to announce the unaudited condensed consolidated results of the Company and its subsidiaries (collectively the “Group”) for the six months ended 30 June 2002 together with the comparative figures as follows. These interim financial statements have not been audited, but have been reviewed by the Company’s audit committee.

Condensed Consolidated Profit and Loss Account

For the six months ended 30 June 2002



Six months ended 30 June



Notes
2002

2001




(Unaudited)

(Unaudited)




HK$’000

HK$’000









Turnover
1
2,715,310

2,220,820









Cost of sales and services

(2,296,043
)
(1,851,962
)















Gross profit

419,267

368,858









Other revenue and gains

58,871

44,018


Selling and distribution costs

(72,638
)
(34,556
)

Administrative expenses

(147,006
)
(103,834
)

Other operating expenses

(126,165
)
(185,325
)















Profit from operating activities
1, 2
132,329

89,161









Finance costs

(38,970
)
(52,430
)








Share of profits less losses of:






  A jointly-controlled entity

40,263

-


  Associates

35,742

102,806
















Profit before tax

169,364

139,537









Tax
3
(51,347
)
(48,959
)















Profit before minority interests

118,017

90,578









Minority interests

(26,204
)
(25,136
)















Net profit from ordinary activities 






  attributable to shareholders

91,813

65,442
















Earnings per share






  - Basic
4
9.65 cents

6.88 cents
















  - Diluted
4
9.19 cents

N/A
















Dividend
5
Nil

Nil









Notes

1.
Segment Information

An analysis of the Group’s turnover and contribution to profit from operating activities by principal activity and geographical area of operations for the six months ended 30 June 2002 is as follows:






Contribution to profit



Turnover

from operating activities



Six months ended 30 June

Six months ended 30 June



2002

2001

2002

2001



(Unaudited)

(Unaudited)

(Unaudited)

(Unaudited)



HK$’000

HK$’000

HK$’000

HK$’000












By principal activity:



















Trading of motor vehicles 









  and spare parts
1,454,171

1,225,547

84,543

104,084


Trading of heavy equipment
754,771

413,638

39,170

23,475


Property development 









  and investment
-

394

(55,962
)
(3,927
)

General trading and services
1,527,340

821,512

23,213

31,071


Securities trading and broking
14,390

38,425

34,542

(95,376
)

Trading of foreign exchange
29,525

25,594

10,506

34,843


Others
11,753

14,942

3,428

(5,001
)






















3,791,950

2,540,052

139,440

89,169


Intersegment eliminations
(1,076,640
)
(319,232
)
(7,111
)
(8
)






















2,715,310

2,220,820

132,329

89,161






















By geographical area of operations:



















People’s Republic of China:









  Hong Kong
540,628

821,583

35,124

31,397


  Mainland China
1,432,314

1,022,245

(10,322
)
78,717


Other Asian countries
742,368

376,992

107,527

(20,953
)






















2,715,310

2,220,820

132,329

89,161


2.
Profit from Operating Activities

The Group’s profit from operating activities is arrived at after charging/(crediting):


Six months ended 30 June



2002

2001



(Unaudited)

(Unaudited)



HK$’000

HK$’000








Depreciation
19,286

18,371


Amortisation of goodwill
21,562

20,254


Amortisation of trading rights
150

150


Provision for doubtful debts
4,353

173


Provision for foreseeable losses on properties





  under development
52,721

-


Provision for slow-moving inventories
217

27


Unrealised (gains)/losses on revaluation of





  short term investments
(27,064
)
127,728


Dividend income from listed investments
(950
)
(20,128
)

Rental income, net
(6,346
)
(5,140
)

Interest income
(22,062
)
(25,294
)

Net gains on dealing in listed investments
(11,133
)
(14,912
)

3.
Tax

Hong Kong profits tax has been provided at the rate of 16% (2001: 16%) on the estimated assessable profits arising in Hong Kong during the period. Taxes on profits assessable elsewhere have been calculated at the rates of tax prevailing in the countries in which the Group operates, based on existing legislation, interpretations and practices in respect thereof.


Six months ended 30 June



2002

2001



(Unaudited)

(Unaudited)



HK$’000

HK$’000








Group:





  Hong Kong
406

5,622


  Elsewhere
34,481

18,419


  Over provision in prior years
-

(53
)














34,887

23,988














Share of tax attributable to associates:





  Hong Kong
65

66


  Elsewhere
6,715

24,905















6,780

24,971














Share of tax attributable to a jointly-controlled entity:





  Elsewhere
9,680

-














Tax charge for the period
51,347

48,959


4.
Earnings Per Share

The calculations of basic and diluted earnings per share for the six months ended 30 June 2002 are based on the following data:


Six months ended 30 June


2002

2001


(Unaudited)

(Unaudited)


HK$’000

HK$’000






Earnings




Net profit attributable to shareholders for the period




  for the purpose of basic and diluted earnings per




  share calculations
91,813

65,442











Number of shares
30 June

30 June


2002

2001

Weighted average number of ordinary shares in issue




  during the period used in basic earnings per share




  calculation
951,168,546

951,165,000






Weighted average number of ordinary shares:




  Assumed issued at no consideration on deemed 




    exercise of all warrants outstanding 




    during the period
48,075,479

-











Weighted average number of ordinary shares used 




  in diluted earnings per share calculation
999,244,025

N/A

The diluted earnings per share for the period ended 30 June 2001 had not been calculated as the exercise prices of the Company’s outstanding share options and warrants were higher than the average market price of the ordinary shares for the period.

5.
Dividend

At a meeting of the Board of Directors held on 18 September 2002, the directors do not recommend the payment of an interim dividend for the six months ended 30 June 2002 (2001: Nil).

OPERATIONAL REVIEW

Automobile Division

Turnover of Automobile Division increased by 19% compared with the corresponding period last year. In China, despite the strong economic growth and the promising results during the first quarter, sales of vehicles were down. Our business was affected firstly by import permits, which were less readily available compared to the same period last year; secondly, sales were further dampened by the temporary ban on imports of the Mercedes-Benz MB100 and MB140 vans due to suspected mechanical flaws. This temporary ban is expected to be lifted in this quarter, after which we expect sales of the MB100 and MB140 vans to steadily increase. To a lesser extent, sales were also affected by the Euro’s stronger performance against the US Dollar. Parts sales and workshop performance continue to improve over the last year, as a result of both the overall growing Mercedes-Benz car population and the higher throughput of vehicles in our workshops. Competition in parts sales comes from OEM suppliers and grey market importers. However, we are confident that our highly-skilled staff are able to provide the level of efficiency and service expected by our discerning customers. Sales of vehicles are expected to remain steady in the second half of this year.

In contrast, our business in Korea has performed well. Korea’s economy has continued to be buoyant, registering 6.2% growth in the first half of 2002 and performing in the region second only to China. Our sales results were better than expected, a reflection of growing consumer confidence in Korea and the impact of the marketing and promotional activities. We expect the market to continue to be positive in the second half of the year.

2002 has generally been viewed as a year of economic recovery for Taiwan. After last year’s downturn, the nation is expected to achieve economic growth of 2.5% this year. With Taiwan’s entry into WTO, the import market is expected to grow at the expense of the overall total market. Our results were on target across all operations and we expect a repeat of the first-half performance in the latter half of the year.

Machinery Division

During the first half of the year, turnover of our Machinery Division increased by 82%, in value terms.

The sales of Caterpillar products performed exceptionally well during this period, due to the Chinese government’s continued investment in infrastructure projects. Deliveries of construction-equipment units more than doubled compared to the same period last year, while those of engines and power-generating units also surpassed the volume reported in the same period last year, with strong demand from all market sectors.

Parts and service sales volumes also increased, as a result of both our more aggressive approach to marketing and the expanding population of Caterpillar machines and engines.

New branch offices were opened in Jinhua, Nanyang and Hefei cities.

Property Division

The property markets in Beijing and Shanghai remained relatively robust in the first half of this year, although new property supplies coming on stream threaten to dampen the markets’ performance. As a result of this, the sales of our residential development of Phase 1 Starcrest in Beijing slowed in the first half of 2002. The construction is progressing well and we are cautiously optimistic that consumer confidence will return and sales pick up upon completion of the project in early 2003.

Trading Division

Our Trading Division, excluding its trading within the Group reported a 10% decline in turnover compared to the same period last year.

The market has still not seen clear indication of an economic recovery in Asia, a situation that has been aggravated by corporate scandals in the U.S. With the exception of China, Korea and Thailand, the GDP of Asian countries fell in the first six months of 2002. Volumes and margins in our trading operations declined during this period. Due to latent weakness in many international markets, we expect trading conditions to remain sluggish in the second half of 2002.

Financial Services Division

For the half-year ended June 2002, performance of global financial markets was erratic. The market rally earlier this year ran out of steam when the full scale of the Wall Street corporate governance scandals became known. Against this background, our Financial Services Division achieved a net profit of approximately HK$45 million (including unrealised gains of HK$27 million for revaluation of short term investments), compared to an approximately HK$61 million net loss (including unrealised losses of HK$128 million for revaluation of short term investments) in the corresponding period of 2001.

While turnover from foreign exchange trading continues to perform well, our share-trading activities weakened due to instability in the equity markets. The settlement system in our brokerage/financing businesses has recently been upgraded to improve service and increase competitiveness. Our insurance business has continued to contribute steady income to the Division.

Negative market sentiment is expected to persist in the second half of 2002, at least until concerns over corporate governance and accounting issues have subsided. We will continue to adopt a conservative approach towards all of our business decisions.

Financial review

Liquidity and Financial Resources

As at 30 June 2002, shareholders’ funds of the Group were approximately HK$4,004 million. The Group has a gearing ratio (long term debt to equity) of 21%, compared to 24 % as at 31 December 2001. Profit from operating activities covers 3.4 times our finance costs for the current interim period ended 30 June 2002, compared to 2.9 times for the year ended 31 December 2001. The Group has a positive cash flow from operations and sufficient bank facilities to fund its ongoing businesses, including capital expenditure in Year 2002.

The maturity of the Group’s term loans is:

Within one year
HK$289 million

Within 1-2 year
HK$353 million

Within 3-5 years
HK$494 million

Interest Rates and Foreign Currency Exposure

The Group’s funding reflects the capital structure of each business and is monitored by a Central Treasury function. The Group’s borrowings are at competitive interest rates from both international and local banks. Where appropriate, the Group’s exposure to foreign currencies is hedged to minimise the risks of currency movements.

Pledge of Assets

At 30 June 2002, the Group’s short term bank loans amounting to HK$232 million (31 December 2001: HK$561 million) were secured by fixed charges on foreign currency bank deposits of HK$328 million (31 December 2001: HK$693 million). In addition, time deposits of approximately HK$29 million (31 December 2001: HK$26 million) were pledged to secure banking facilities granted to independent third parties. A piece of land of HK$11 million held by the Group was pledged to secure a bank borrowing of HK$7 million (31 December 2001: Nil).

Contingent Liabilities

At 30 June 2002, the Group had contingent liabilities in respect of bills discounted with recourse and bank guarantees given in lieu of deposit payments, amounting to HK$125 million (31 December 2001: HK$124 million) and HK$9 million (31 December 2001: HK$14 million), respectively.

Prospects

Looking ahead, the Automobile business in all our territories remains the key growth area for the Group and this trend is expected to continue for the rest of the year.

The Machinery business is forecast to enjoy further positive growth in the second half of the year. There is likely to be, however, a seasonal slowdown of sales in the third quarter, but overall results will remain positive.

The Property business should show signs of improvement in the coming months, largely as a result of more vigorous promotional activities and the Trading and Financial Services businesses are expected to follow similar trends as in the first half of the year.

We therefore expect to see continued growth in our core businesses as we expand our network and upgrade our services.

Employment Policy

The Group’s remuneration policy applies best industry/country standards to attract, motivate and keep a quality work force. We constantly measure our remuneration and reward scheme within and across industries in various countries to ensure that the Group’s remuneration policy is in line with the industries and markets in which we operate.

Appointment of Director

The Board of the Company is pleased to announce that Ms Marianne Lim Mooi Ying has been appointed as an Executive Director and Finance Director of the Company with effect from 18 April 2002.

Resignation of Directors

The Board of the Company announces that Mr Lau Chor Lok and Mr Lau Kwok Kee have resigned as Executive Directors of the Company with effect from 9 July 2002. The Board of the Company would like to thank Mr Lau Chor Lok and Mr Lau Kwok Kee and express its appreciation for their valuable contributions to the Company.

PURCHASE, SALE OR REDEMPTION OF LISTED SECURITIES

Neither the Company, nor any of its subsidiaries purchased, sold or redeemed any of the Company’s listed securities during the period under review.

AUDIT COMMITTEE

The Audit Committee has reviewed with management the accounting principles and practices adopted by the Group and discussed auditing, internal controls and financial reporting matters including the review of the unaudited consolidated interim financial statements for the six months ended 30 June 2002.

CODE OF BEST PRACTICE

None of the directors of the Company is aware of any information which would reasonably indicate that the Company is not, or was not, in compliance 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 at any time during the six months ended 30 June 2002 except that the independent non-executive directors are subject to retirement by rotation and re-election at the annual general meeting of the Company in accordance with the provisions of the Company’s articles of association.

PUBLICATION OF Interim RESULTS ON THE WEBSITE OF THE STOCK EXCHANGE OF HONG KONG LIMITED

All information required by paragraph 46(1) to 46(6) of Appendix 16 to the Listing Rules will be published on the Stock Exchange’s website in due course.

By Order of the Board

Gan Khian Seng

Chairman

Hong Kong, 18 September, 2002

Please also refer to the published version of this announcement in the South China Morning Post dated 19 September 2002.

LEI SHING HONG LIMITED

19 September 2002
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