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V.S. International Group Limited

威鋮國際集團有限公司

(Incorporated in the Cayman Islands with limited liability)

ANNOUNCEMENT ON INTERIM RESULTS

FOR THE SIX MONTHS ENDED 31 JANUARY, 2002

Highlights of the results of the Group for the six months ended 31 January, 2002:-

The shares of the Company have been listed on the Main Board from 8 February, 2002.

The turnover of the Group was approximately HK$408.02 million for the six months ended 31 January, 2002, representing an increase of approximately 80.32 per cent. as compared with the corresponding period in the last year.

The profit attributable to shareholders of the Company was approximately HK$31.17 million, representing an increase of approximately 37.99 per cent. as compared with the corresponding period in the last year.

The Directors do not recommend payment of interim dividend for the six months ended 31 January, 2002.

INTRODUCTION

The board (the "Board") of directors (the "Directors") of V.S. International Group Limited (the "Company") is pleased to announce the consolidated interim results of the Company and its subsidiaries (together, the "Group") for the six months ended 31 January, 2002, which have not been audited by the auditors of the Group, KPMG, but have been reviewed by KPMG and the audit committee (the "Audit Committee") of the Board.

UNAUDITED CONSOLIDATED PROFIT AND LOSS ACCOUNT OF THE GROUP FOR THE SIX MONTHS ENDED 31 JANUARY, 2002



Six months ended



31 January,

31 January,




2002

2001



Note
HK$'000

HK$'000


Turnover
2
408,017

226,276


Cost of sales

(338,363
)
(173,922
)








Gross profit

69,654

52,354


Distribution costs

(9,681
)
(7,519
)

Administrative expenses

(22,091
)
(17,167
)








Profit from operations
2
37,882

27,668


Net finance cost
3(a)
(6,711
)
(5,078
)








Profit from ordinary activities






  before taxation
3
31,171

22,590


Taxation
4
-

-









Profit attributable to shareholders
6
31,171

22,590


Dividends
5
-

-









Retained profit for the period

31,171

22,590









Earnings per share - basic
6
5.03 cents

3.64 cents


Notes:-

1.
Basis of presentation

The above interim financial report is unaudited, but has been reviewed by KPMG in accordance with Statement of Auditing Standards 700 "Engagements to review interim financial reports", issued by the Hong Kong Society of Accountants ("HKSA").

The above interim financial report has been prepared in accordance with the requirements of The Rules Governing the Listing of Securities on The Stock Exchange of Hong Kong Limited (the "Listing Rules"), including compliance with Statement of Standard Accounting Practice 25 "Interim financial reporting" issued by the HKSA.

The same accounting policies adopted in the accountants' report (the "Accountants' Report") as disclosed in the prospectus (the "Prospectus") of the Company dated 28 January, 2002 have been applied to the above interim financial report.

The notes to the above interim financial report include an explanation of events and transactions that are significant to all understanding of the changes in financial position and performance of the Group since the Accountants' Report.

The Company was incorporated in the Cayman Islands on 9 July, 2001 as an exempted company with limited liability under the Companies Law, Cap. 22 (Law 3 of 1961, as consolidated and revised) of the Cayman Islands. The Company became the holding company of the Group on 20 January, 2002 through a reorganisation of the Group (the "Reorganisation"). Particulars of the Reorganisation are set forth in the Prospectus.

The Group resulting from the Reorganisation is regarded as a continuing group. Accordingly, the above interim financial report has been prepared on the basis of merger accounting, under which the Company was the holding company of the Group for both periods presented, rather than from 20 January, 2002. Under these circumstances, the results of the Group for the six months ended 31 January, 2002 and 2001 include the results of the Company and its subsidiaries with effect from 1 August, 2000 or since their respective dates of incorporation, whichever is a shorter period. In the opinion of the Directors, the resulting interim financial report gives a more meaningful view of the results of the Group as a whole.

2.
Segmental information

The Company acts as an investment holding company, and the Group is principally engaged in the production and sales of plastic moulded products and parts, assembling of electronic products and mould design and fabrication businesses.

An analysis of the Group's turnover and the contribution to its profit from operations by different business segments during the six months ended 31 January, 2002 is as follows:-



Contribution to



the Group's profit from


Group's turnover
operations


Six months

Six months

Six months

Six months



ended

ended

ended

ended



31 January,

31 January,

31 January,

31 January,



2002

2001

2002

2001



HK$'000

HK$'000

HK$'000

HK$'000


Plastic injection and moulding business
156,840

134,422

35,863

29,346


Assembling of electronic products 









  business
233,028

74,070

19,879

13,137


Mould design and fabrication business
18,149

17,784

4,231

2,352













408,017

226,276

59,973

44,835












Group's other expenses




(22,091
)
(17,167
)











Profit from operations




37,882

27,668


Geographical segments

The Group's business participates in five (2001: six) major economic environment.

In presenting information on the basis of geographical segments, segment revenue is based on the geographical location of customers. Revenue from customers of the Group at different geographical locations is analysed as follows:-


Group's turnover


Six months

Six months


ended

ended


31 January,

31 January,


2002

2001


HK$'000

HK$'000

Hong Kong
263,122

120,347

Japan
7,314

50,859

People's Republic of China (the "PRC") (other than Taiwan and Hong Kong)
80,838

27,259

Taiwan
27,808

24,023

South East Asia
28,935

2,875

The United States of America (the "US")
-

913







408,017

226,276

3.
Profit from ordinary activities before taxation

Profit from ordinary activities before taxation is arrived at after charging/(crediting):-



Six months

Six months




ended

ended




31 January,

31 January,




2002

2001




HK$'000

HK$'000


(a)
Net finance costs:-






Interest income
(1,491
)
(744
)


Interest on bank advances and other






  borrowings repayable within five years
6,478

5,497









(b)
Other items:-






Processing fee
12,165

12,756



Depreciation
15,409

8,927



Operating lease charges in respect of properties
5,283

3,990


4.
Taxation

(i)
No provision has been made for Hong Kong profits tax as profits generated by the Group during the period were not subject to Hong Kong profits tax.

Profits for subsidiaries of the Company in the PRC are subject to PRC income tax. Subsidiaries of the Company in the PRC are foreign investment enterprises that are granted certain tax relief, under which they are entitled to income tax exemption for two years commencing from the first profit making year and are entitled to a 50 per cent. relief from PRC income tax for the following three years, after which the subsidiaries' profits are subject to PRC income tax at the rate of 15 per cent. Pursuant to the tax relief above, the subsidiaries were entitled to income tax exemption during the six months ended 31 January, 2002.

A subsidiary of the Company has entered into processing agreements with certain independent third parties (the "Providers") in respect of certain production facilities in Shenzhen, the PRC. Pursuant to the processing agreements, the Providers bear any PRC tax in respect of the Group's production facilities in Shenzhen, the PRC.

(ii)
No provision for deferred tax has been made in the account as the tax effect of timing difference is immaterial.

5.
Interim dividends

The Directors do not recommend payment of interim dividend for the six months ended 31 January, 2002 (2001: Nil).

6.
Earnings per share

(a)
Basic earnings per share

The calculation of basic earnings per share of the Company for the six months ended 31 January, 2002 is based on the profit attributable to shareholders of the Company of HK$31,171,000 (2001: HK$22,590,000) and the 620,000,000 (2001: 620,000,000) shares in issue and issuable comprising 75,000,000 shares in issue as at 31 January, 2002 and 545,000,000 shares issued on 4 February, 2002 pursuant to the capitalisation issue, as described in the section headed "Resolutions of all shareholders of the Company passed on 20 January, 2002" in Appendix V to the Prospectus as if the shares of the Company were outstanding throughout the period from 1 August, 2000 to 31 January, 2002.

(b)
Diluted earnings per share

There were no potential dilutive ordinary shares in existence during the six months ended 31 January, 2001 and 2002.

LISTING OF THE SHARES ON THE MAIN BOARD (THE "MAIN BOARD") OF THE STOCK EXCHANGE OF HONG KONG LIMITED (THE "STOCK EXCHANGE")

With the Prospectus issued on 28 January, 2002, the Company's shares have been listed on the Main Board since 8 February, 2002. On 27 February, 2002, DBS Asia Capital Limited ("DBS Asia"), acting as the sponsor to the listing of the Company on the Main Board and the lead manager of the share offer as described in the Prospectus, exercised the over-allotment option in full pursuant to which the Company has issued an additional 20,000,000 new shares. As a result, the Company has issued an aggregate of 200,000,000 shares under the share offer and received net proceeds of approximately HK$73.81 million. The Group has applied, and will continue to apply, such amount of net proceeds in the manner and for such purposes as described in the Prospectus. As the net proceeds were received by the Group after 31 January, 2002, the Directors will report the use of such net proceeds in the Company's annual report for the financial year ending 31 July, 2002.

MANAGEMENT'S DISCUSSION AND ANALYSIS OF RESULTS OF OPERATIONS

Introduction

The Group is principally engaged in production and sales of plastic moulded products and parts, assembling of electronic products and mould design and fabrication businesses. All these business activities form part of the integrated manufacturing solutions provided to the customers of the Group.

Business and financial review

Review of the principal business activities of the Group

Plastic injection and moulding business

The commencement of commercial production of the Group's production facilities in Zhuhai and Qingdao improved the Group's production capacity substantially during the six months ended 31 January, 2002, and hence the Group was able to accept additional sales orders from its existing and new customers. During the six months ended 31 January, 2002, the Group consumed an aggregate of approximately 5,792 tonnes of plastic resins for its production requirements.

Assembling of electronic products business

The business of assembling of electronic products of the Group also recorded a significant growth of approximately 214.61 per cent. as compared with the corresponding period in the last year. The increase was principally owing to the Group's strategy to focus on assembling relatively high-end home audio equipment for its customers. The Directors believe that the Group has gained its customers' confidence in its production quality.

The increase was contributed by the sales to one of the major customers of the Group. This was consistent with the market trend that customers of the Group, particularly those multinationals manufacturing companies, would like to outsource their operations to well established original equipment manufacturers for cost reasons.

Despite the relatively low gross profit margin, the Directors consider that the results achieved were satisfactory as the increased sales volume of the Group outpaced the anticipated impact of low gross profit margin. The Directors also believe that this will improve the competitiveness of the Group in providing integrated manufacturing solutions to its customers.

Mould design and fabrication business

Sales generated from the mould design and fabrication business accounted for approximately 4.45 per cent. of the total sales of the Group during the six months ended 31 January, 2002. The Directors are of the view that this business will continue to form part of the core business of the Group.

Turnover and gross profit

During the six months ended 31 January, 2002, sales of the Group amounted to approximately HK$408.02 million, representing a substantial increase of approximately 80.32 per cent. as compared with the corresponding period in the last year of approximately HK$226.28 million. The three core businesses of the Group recorded satisfactory growth forming a solid foundation for the business expansion of the Group, and a breakdown of which is set forth above in note 2 to "Unaudited consolidated profit and loss account of the Group for the six months ended 31 January, 2002" above.

The substantial increase in the Group's sales during the six months ended 31 January, 2002 was principally attributable to the substantial increase in the Group's turnover derived from assembling of electronic products business, which recorded an increase of approximately 214.61 per cent. as compared with the corresponding period in the last year. The assembling of electronic products business, as part of the integrated manufacturing solutions provided by the Group, was one of the core businesses of the Group during the six months ended 31 January, 2002, accounting for approximately 57.11 per cent. of the turnover of the Group. This was consistent with the expectation of the Directors at the time of issue of the Prospectus and the strategy currently implemented by the Group. During the six months ended 31 January, 2002, the sales of plastic injection and moulding business and the mould design and fabrication business of the Group amounted to approximately HK$156.84 million and approximately HK$18.15 million, respectively, representing a growth of approximately 16.68 per cent. and approximately 2.05 per cent. as compared with the corresponding period in the last year.

During the six months ended 31 January, 2002, the gross profit of the Group amounted to approximately HK$69.65 million, surging by approximately 33.04 per cent. as compared with the corresponding period in the last year. The overall gross profit margin was approximately 17.07 per cent. as compared with approximately 23.14 per cent. during the corresponding period in the last year. The decrease of approximately 6.07 per cent. in the gross profit margin was principally due to the Group's strategy to focus on provision of integrated manufacturing solutions. The gross profit margin in the assembling business is relatively low, but the Directors believe that such impact of low gross profit margin is outpaced by the increased sales volume of the Group. As a result, the aggregate amount of the gross profit of the Group during the six months ended 31 January, 2002 increased substantially.

Distribution costs and administrative expenses

During the six months ended 31 January, 2002, the distribution costs of the Group amounted to approximately HK$9.68 million, representing an increase of approximately 28.75 per cent. The increase in the distribution costs was attributable to the increase in the sales of the Group during the six months ended 31 January, 2002. The administrative expenses of the Group during the six months ended 31 January, 2002 amounted to approximately HK$22.09 million, representing an increase of approximately 28.68 per cent. as compared with the corresponding period in the last year. This was principally due to the commencement of commercial production of the Group's production facilities in Zhuhai and the start-up costs incurred relating to the commencement of business operations of the Group's production facilities in Qingdao.

Net finance costs

The net finance costs of the Group during the six months ended 31 January, 2002 amounted to approximately HK$6.71 million, representing an increase of approximately 32.16 per cent. as compared with the corresponding period in the last year. The increase was principally attributable to the increased use of banking facilities for the commencement of business operations of the Group's production facilities in Zhuhai and Qingdao.

Profit attributable to shareholders

Profit attributable to shareholders of the Company during the six months ended 31 January, 2002 showed an increase of approximately 37.99 per cent. from approximately HK$22.59 million, during the corresponding period in the last year to approximately HK$31.17 million. Despite the decrease in the gross profit margin by approximately 6.07 per cent., the Group managed to mitigate the impact of such decrease by implementing various cost control measures. As a result, the percentage of profit attributable to shareholders of the Company over sales decreased only by approximately 2.34 per cent., from approximately 9.98 per cent. during the corresponding period in the last year to approximately 7.64 per cent. for the six months ended 31 January, 2002.

BUSINESS OUTLOOK

It is widely accepted that the economy of the world entered into a recession since the year 2001. The US, being the leader of the world's economy, started the slowdown effect and the rest of the world follows. However, starting from the year 2002, slow recovery in the world's economy has been evident.

The Group is not impervious to this global economic factor. Nevertheless, the Group prepares to face this challenge with confidence, well-planned strategies and with experienced management team. As stated in the Prospectus, the Group would like to become a leading integrated manufacturing solutions provider in the PRC for electrical and electronics products. To achieve this objective, the Group intends to adopt the following growth strategies:-

Expand and enhance the production facilities of the Group

As stated in the Prospectus, the Group plans to expand and enhance its production facilities in Zhuhai and Qingdao, of which the Directors believe that the economic development in these regions will enjoy a significant growth. The Directors believe that the continuous investment in these production facilities will improve the productivity of the Group.

Increase co-operation with leading manufacturers of electrical appliances

The Directors believe that working with leading manufacturers of electrical appliances will not only provide additional business opportunities to the Group but will also assist the Group to keep abreast with the latest developments in the end product markets. Therefore, the Group's long-term strategy is to work with the world's leading manufacturers. Thus, the Group will seek to strengthen its co-operation with the Haier Group and other domestic brands to explore the domestic markets in the PRC.

Expand the customer base and explore the PRC domestic market

Despite the economic downturn in the last year, the PRC is one of the few countries that managed to enjoy a strong economic growth. In addition, a recent survey conducted by the National Bureau of Statistics (17 March, 2002) showed that in the year 2001, the PRC citizen spent approximately 20 per cent. of their total consumption on telecommunication and household appliances. With the accession of the PRC to the World Trade Organisation, the Directors anticipate that the PRC domestic market will become increasingly important and the derived demand for plastic moulded products and parts will increase.

Final remarks

Overall, the Group is expanding continuously despite the slowing down of the world's economy. The Directors anticipate that the PRC market will provide tremendous business opportunities to the Group, whilst at the same time, the Group will face increasingly intense competition. The Directors will use their best endeavours to capture these emerging business opportunities in order to enhance value of the Company.

LIQUIDITY AND FINANCIAL RESOURCES

As at 31 January, 2002, the Group had cash and bank balances of approximately HK$191.06 million (31 July, 2001: HK$193.39 million) of which approximately HK$103.37 million (31 July, 2001: HK$84.81 million) were pledged to the banks for banking facilities granted to the Group. The liquid funds were denominated in US dollars, Renminbi and Hong Kong dollars which represent approximately 81.39 per cent., approximately 10.95 per cent. and approximately 7.66 per cent., respectively, of the total cash and bank balances.

The Group generally finances its operations through a combination of shareholders equity, internally generated cash flows and borrowings from banks in Hong Kong and the PRC. As at 31 January, 2002, the Group had unutilised banking facilities of approximately HK$18.45 million.

The Group's total borrowings as at 31 January, 2002 amounted to HK$308.04 million (31 July, 2001: HK$242.18 million) of which there was a shareholder's loan of approximately HK$48.92 million. As disclosed in the Prospectus, such amount of shareholder's loan was repayable in 20 consecutive half-yearly installments on 1 February and 1 August starting from 1 August, 2002 as stipulated in an agreement dated 20 January, 2002. The remaining balance of borrowings was mainly for business expansion, capital expenditure and working capital purposes with an interest rate ranging from 5.58 per cent. per annum to 1.75 per cent. above the best lending rate per annum in Hong Kong from time to time. The amounts of borrowings denominated in US dollars, Renminbi and Hong Kong dollars were the equivalent of approximately HK$178.88 million, approximately HK$91.64 million and approximately HK$37.52 million, respectively.

Assets charged as security for banking facilities included plant and machinery with carrying value of approximately HK$49.44 million (31 July, 2001: Nil), buildings with carrying value of approximately HK$7.29 million (31 July, 2001: Nil) and motor vehicles of approximately HK$2.45 million (31 July, 2001: HK$1.72 million), in addition to the bank deposits charged totalling approximately HK$103.37 million (31 July, 2001: HK$84.81 million).

The Group's gearing ratio, represented by the interest bearing borrowings over the Group's total asset at the end of the period, was approximately 44.11 per cent. (31 July, 2001: 39.42 per cent.). The increase in the gearing ratio was principally due to the construction of phase II of factory buildings in Zhuhai and new capital expenditure in subsidiaries of the Company in Qingdao, namely HAIVS Industry (Qingdao) Co., Ltd. and VS Haier Electronics Plastic (Qingdao) Co., Ltd.

The Directors believe that with its internally generated funds, current banking facilities and the net proceeds from the share offer as provided in the Prospectus, the Group has sufficient financial resources to satisfy its current commitments and working capital requirements.

FOREIGN EXCHANGE RISK

As the Group's operations are principally in the PRC and all assets and liabilities are denominated either in Renminbi, Hong Kong dollars and US dollars, the Directors believe that the operations of the Group are not subject to significant foreign exchange risk.

EMPLOYEES AND REMUNERATION POLICY

At 31 January, 2002, the Group had a total of 4,136 employees of which 2,220 were employed under processing arrangements as described in the Prospectus. During the six months ended 31 January, 2002, there was no significant change in the number of employees of the Group as well as their remuneration policies.

Employees' costs (excluding Directors' emoluments but including wages paid to employees employed under the processing arrangements as described in the Prospectus) amounted to approximately HK$24.74 million (31 January, 2001: HK$19.51 million) during six months ended 31 January, 2002. Remuneration packages are maintained at competitive level and the Group's employees are rewarded on a performance related basis.

The Company operates a share option scheme (the "Scheme") whereby the Board may, at their absolute discretion, grant options to employees and Directors and directors of the Company's subsidiaries to subscribe for shares in the Company. The subscription price, exercisable period and the maximum number of options to be granted are determined in accordance with the prescribed terms of the Scheme. During the six months ended 31 January, 2002, no share options had been granted under the Scheme.

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

During the six months ended 31 January, 2002, neither the Company, nor any of its subsidiaries had purchased, redeemed or sold any of the Company's listed securities.

AUDIT COMMITTEE

The Board established the Audit Committee on 20 January, 2002, which comprised of the two independent non-executive Directors, pursuant to the Code of Best Practice as set out in Appendix 14 to the Listing Rules. The Audit Committee convened its first meeting on 28 March, 2002 and has reviewed the Group's interim financial report for the six months ended 31 January, 2002 and the contents of this announcement, and has discussed the internal control procedures and the financial reporting procedures of the Group.

COMPLIANCE WITH THE CODE OF BEST PRACTICE

None of the Directors is aware of information that would reasonably indicate that the Company is not, or was not at any time during the six months ended 31 January, 2002, in compliance with Appendix 14 to the Listing Rules.

SPONSOR'S INTEREST

Pursuant to the sponsor's agreement (the "Sponsor's Agreement") dated 25 January, 2002 entered into between DBS Asia and the Company, the Company has appointed DBS Asia, and DBS Asia has agreed, to act as sponsor to the Company for a period of one year commenced from 8 February, 2002. Save for the Sponsor's Agreement, none of the directors, employees nor associates of DBS Asia had any interest in any securities of the Company or any of its associated corporations as at 31 January, 2002.

PUBLICATION OF INTERIM RESULTS ON THE WEBSITE OF THE STOCK EXCHANGE

A detailed interim financial report of the Group for the six months ended 31 January, 2002 containing all information required by paragraphs 46(1) to 46(6) of Appendix 16 to the Listing Rules will be published on the website of the Stock Exchange in due course.

By order of the Board

V.S. International Group Limited

Beh Kim Ling

Chairman

Hong Kong, 28 March, 2002

Please also refer to the published version of this announcement in the Hong Kong iMail Post dated 2/4/2002
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