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Maanshan Iron & Steel Company Limited




(a Sino-foreign joint stock limited company incorporated in the People's Republic of China with limited liability)

2002 Interim Results Announcement

Important Notice:

It is hereby confirmed by the board of directors ("Board of Directors") and directors ("Directors") of the Company that there are no false representation, material misleading information and substantial omission contained in this announcement. The Board of Directors and Directors of the Company also jointly and severally accept full responsibility for the truthfulness, accuracy and completeness of the contents of this announcement.

This interim results announcement sets out a brief update on the Company's operations during the first half of 2002 to the public. The full text of this announcement will also be published on the Shanghai Stock Exchange's website. Investors should read the full text of the 2002 interim results announcement before making any material decisions.

The Company's interim results report has not been audited.

I.
COMPANY PROFILE

1.
Basic Information

Places of Listing:
Shanghai Stock
The Stock Exchange


Exchange (A Share)
of Hong Kong



Limited (H Share)

Stock:
Magang Stock (A Share)
Magang Stock (H Share)

Stock Code:
600808 (A Share)
323 (H Share)

Secretaries to the
Su Jiangang and Wang Dapeng


  Board of Directors:



Correspondence Address:
No. 8 Hong Qi Zhong Road,



Maanshan City, Anhui Province,



the People's Republic of China ("PRC")


Telephone:
86-555-2888158


Fax:
86-555-2887284


E-mail Address: 
mggfdms@magang.com.cn


2.
Major Financial Data and Indices (unaudited, in RMB)


Prepared under PRC accounting standards

Index Items
January - June 2002

January - June 2001

Net profit ('000)
164,412

130,213

Net profit before extraordinary items ('000)
328,335

261,469

Earnings per share (RMB/share)
0.0255

0.0202

Return on net assets (%)
1.380

1.095

Return on weighted average of net assets




  before extraordinary items (%)
2.769

2.187

Net cash flow from operating activities per share (RMB)
0.139

0.109


30 June 2002

31 December 2001

Shareholders' equity ('000)
11,915,457

11,777,107

Net assets per share (RMB/share)
1.85

1.82

Adjusted net assets per share (RMB/share)
1.85

1.82

Note:
Deferred credit of RMB1,373,631,000 was included in shareholders' equity when calculating the financial indices as at 31 December 2001.

The nature and the amounts of the extraordinary items, net of corporate income tax, deducted during the reporting period are as follows (in RMB'000):

Designated investment income
5,100


Non-operating income
2,546


Non-operating expenses
171,569


Net extraordinary items
(163,923
)

Differences in net profit and shareholders'equity of the consolidated financial statements prepared under PRC and Hong Kong accounting standards are summarised as follows (in RMB'000):

Differences in net profit
January - June 2002


Net profit under Hong Kong accounting standards
143,423


Add back: Amortisation of deferred staff cost
8,800


Staff housing subsidies to current employees
17,444


Deduct: Provision for furnace relining costs
(5,255
)

Net profit under PRC accounting standards
164,412


Differences in shareholders' equity
30 June 2002


Shareholders' equity under Hong Kong accounting standards
12,125,698


Add back: Staff housing subsidies charged to profit and loss account:



  Current employees
87,218


  Retired employees
38,843


Deduct: Unamortised deferred staff cost
(79,200
)

Staff housing subsidies charged to retained earnings
(131,503
)


(125,599
)

Shareholders' equity under PRC accounting standards
11,915,457


Profit data prepared under PRC accounting standards and regulations in compliance with "Regulation for the preparation of information disclosures by listed securities companies (No. 9)" issued by China Securities Regulatory Commission.


Return on net

assets (%)
Earnings per

share (RMB)





Profit for the
Fully
Weighted 
Fully
Weighted

reporting period 
diluted
average
diluted 
average

Profit from principal operating activities
5.61
5.63
0.103
0.103

Operating profit 
3.24
3.25
0.060
0.060

Net profit 
1.38
1.39
0.025
0.025

Net profit before extraordinary items 
2.76
2.77
0.051
0.051

II.
MOVEMENTS IN SHARE CAPITAL AND SHAREHOLDING STRUCTURE

1.
During the reporting period, there was no movement in the share capital of Company.

2.
Major shareholding structure:

(1)
As at the end of the reporting period, the Company had a total of 236,503 shareholders, of whom 231,069 were A-share shareholders and 5,434 were H-share shareholders.

(2)
Shareholding of the Company's ten largest shareholders as at the end of the reporting period:

Magang (Group) Holding Company Limited (the "Holding"), held 4,082,330,000 A shares of the Company, of which 4,034,560,000 A shares were held on behalf of the State (representing approximately 62.50% of the total share capital of the Company) and also 47,770,000 shares were legal person A shares (representing approximately 0.74% of the total share capital of the Company). There was no change from the previous reporting period.

Other shareholders who were among the ten largest shareholders of the Company were as follows:





Increase/Decrease




Percentage of
compared to the

Name of

Number of
the total share
beginning of the

shareholders
Stock nature
shares held
capital
period



(share)
(%)
(share)

HKSCC Nominees Limited
H shares
1,560,073,997
24.167
-446,000

HSBC Nominees Limited
H shares
28,190,000
0.437
-

上海全隆實業有限公司
Legal person shares
9,800,000
0.152
-

中國人民保險公司





  安徽省分公司
Legal person shares
3,000,000
0.046
-

航空公司
Legal person shares
3,000,000
0.046
-

開元基金
A shares
2,667,095
0.041
-

興和基金
A shares
2,382,289
0.037
-

HSBC Nominees Limited





  A/C -17
H shares
1,400,000
0.022
-

CHEKIANG FIRST BANK





  (NOMINEES) LTD
H shares
1,380,000
0.021
-

Notes:

a.
There is no connected relationship between the Holding and these 10 largest shareholders. However, the Company does not know if there is any connected relationship amongst these 10 largest shareholders.

b.
During the reporting period, shares held by the Holding were not pledged, frozen nor entrusted. However, the Company did not know if shares held by shareholders holding more than 5% (5% inclusive) of the Company's shares were pledged, frozen or entrusted.

c.
HKSCC Nominees Limited held 1,560,073,997 shares of the Company's H share on behalf of its clients.

III.
DIRECTORS, SUPERVISORS AND SENIOR MANAGEMENT

During the reporting period, there was no change in the number of shares held by directors, supervisors and senior management.

During the reporting period, Mr Jiang Ping submitted a written resignation to resign from the office of Deputy General Manager of the Company for personal reasons. After discussion, the Board of Directors of the Company accepted Mr Jiang's resignation and released him from his appointment. There were no other new appointments nor release from appointment of other directors, supervisors and senior management.

IV.
MANAGEMENT DISCUSSION AND ANALYSIS

1.
Results from principal operations

The year 2002 marked the first year after China's WTO accession. With the abolition of trade barriers and the reduction of tariffs, the impact of imported steel products upon the domestic market was increasingly felt, resulting in heated competition in the steel market. Against such complications and difficulties, the Company nevertheless managed to achieve satisfactory results in its production operations during the reporting period. Highlights of its operating results are briefly stated as follows:

Prepared under PRC accounting standards (in RMB'000)


January to 

January to



Item
June 2002
 
June 2001

% Change

Principal operating income
5,154,673

4,721,611

9.17

Profit from principal operating activities
668,033

718,793

-7.06

Net profit
164,412

130,213

26.26

Net increase in cash and cash equivalents
326,200

105,232

209.98

Principal operating income increased by 9.17% compared to the corresponding period in the previous year, benefited mainly by the increase in production and sales. In the first half of the year, 2,469,000 tonnes of pig iron, 2,654,000 tonnes of steel and 2,525,000 tonnes of steel products were produced, representing increases of 9.75%, 15.47% and 17.44%, respectively as compared to the same period last year. Marketing efforts during the first half of the year were characterised by aligning production schedules with market demands as much as possible. Meanwhile, a 100% production to sales ratio was achieved, primarily due to the adoption of pro-active and flexible marketing strategies ensuring swift sales of steel products.

Net profit grew by 26.26%, year-on-year, mainly as a result of:

-
attainment of economies of scale, with lower fixed costs made possible by significant increase in production;

-
cost reductions on all fronts through optimising overall logistics management which improved technical and economic indicators and continuously reduced raw materials and energy consumption;

-
enhancement in product profitability by increasing output of products with higher profit margins and aligning production with the structure of economic apportioning.

Nevertheless, profit growth of the Company's principal operations was affected by the increase in the costs of the Company's principal operations because of price hikes in raw materials, fuel and power supply.

Net cash and cash equivalents increased by RMB221 million year-on-year mainly as a result of increased sales revenue.

2.
Financial conditions during the reporting period

Prepared under PRC accounting standards (in RMB'000)

Item
30 June  2002

31 December 2001

% Change

Total assets
17,257,505

16,723,013

3.20

Shareholders' equity
11,915,457

11,777,107

1.17

The Group was financially sound as at the end of the period. In accordance with the PRC accounting standards, the Group's total assets amounted to RMB17,258 million, shareholders' equity amounted to RMB11,915 million, and debt-equity ratio (namely total liabilities versus total assets) was 31%. These figures have not changed significantly when compared with the figures reported as at the end of 2001.

3.
Scope of the Company's principal activities and major operations during the reporting period

The Company is principally engaged in the manufacture and sale of iron and steel products.

During the reporting period, the Group focused on increasing business development and enhancing efficiency with an emphasis on improving product mix, product quality and product marketability. As a result, the Group succeeded in offsetting the negative impact of falling prices of steel products.

For the period ended 30 June 2002, the Group's sales revenue amounted to RMB5,155 million, a 9% growth from the corresponding period in the previous year. Sales revenue and costs of sales of steel products amounted to RMB4,809 million and RMB4,192 million, respectively, with sales revenue of steel products accounting for 93% of principal operating income. Profit from sale of steel products accounted for 89% of the profit generated from principal operating income. During the reporting period, the Group's steel products accounted for 3% of China's domestic market. Geographically, 32% of the Group's sales revenue from steel products was generated from Anhui, 17% from Jiangsu, 8% from Shanghai, 8% from Zhejiang, 31% from other provinces and 4% from exports.

4. 
Investments of the Company

Proceeds from capital raised by the Company in 1993 had been fully utilised as at 31 December 1999 in accordance with the Company's A Share and H Share prospectus.

5.
Plans for the second half of the year

Trends in the market prices for steel lend little reason for optimism as steel supply continues to expand as a result of substantial utilisation of the production capacity of the iron and steel industry coupled with increased imports. The Group expects its production to remain stable in the third quarter.

The Group shall further enhance its management over the entire process of procurement, production and sales to achieve cost reductions. We shall promote technological progress and innovation as well as ongoing re-alignment of our product mix to add the value of our products and increase revenues while enhancing our production capacity with a view to improved economies of scale. The production volume for major products in the second half of the year is expected to remain stable or to register slight increase comparing with the first half. The production to sales ratio for steel products and the payment collection ratio are expected to be maintained at 100%, so as to generate sales revenue of RMB5,000 million.

V.
SIGNIFICANT Matters

1.
Profit distribution plan of the Company for the preceding year and its implementation: A dividend of RMB0.02 per share was paid in cash to shareholders on the basis of a total of 6,455,300,000 shares at the end of 2001. The dividends for H shares were paid in Hong Kong dollar. The recommendation was passed by the Annual General Meeting convened on 18 June 2002, and announced in both the PRC and Hong Kong on 19 June 2002. In respect of A shares, the share right registration date was 4 July 2002, the ex dividend date was 5 July 2002, and the dividend payment date was 10 July 2002. In respect of H shares, the register of members was closed from 17 May 2002 through 18 June 2002 (both days inclusive). The cheques in payment of H-share dividends were mailed to holders of the shares on 10 July 2002. The distribution of dividends for A shares and H shares has been completed as scheduled.

2.
Material Litigations and Arbitrations

(1)
The Group defended against anti-dumping allegations made by the United States (US)

On 23 May 2001, a Statement of Claim was submitted to the International Trade Commission (ITC) of the US by US iron and steel enterprises to initiate an anti-dumping investigation against H-shaped steel products produced by overseas iron and steel enterprises (including the Group). On 9 July 2001, ITC affirmed that H-shaped steel products imported from eight countries, including China, were detrimental to the US iron and steel industry and the case was later handed over to the Department of Commerce (DOC) of the USA for further investigation. As the Group did not agree to having carried out dumping activity, the Group engaged O'Melveny & Myers LLP of the US to make its defence. On 17 June 2002, ITC adjudicated that sale of the Company's H-shaped steel products in the US did not do any harm or constitute any threat of harm upon the US domestic iron and steel industry.

(2)
Material litigations of the Company that had been settled in the past but lasting until the reporting period were as follows:

The three litigations against CITIC Ningbo Inc., Shenzhen Leasing Co. Ltd and SEG International Trust & Investment Corporation and their judgments and enforcements, as well as two other overdue deposits, were disclosed in the 2001 Annual Report and published in Shanghai Securities Journal, South China Morning Post (Hong Kong), Wen Wei Po (Hong Kong) and the Shanghai Stock Exchange Website (http://www.sse.com.cn) on 16 April 2002.There has been no change during the reporting period.

3.
The Company did not undertake any material acquisition, disposal or other dealings of capital assets or any merger or acquisition activities during the reporting period or any time in the past but lasting until the reporting period nor did the Company and its subsidiaries repurchase, sell and redeem any listed securities of the Company.

4. 
Connected transactions

The business transactions between the Company and Holding from 1 January 2002 to 30 June 2002 were as follows:

(1)
Details of the amounts received and paid by the Company and Holding in respect of the Service Agreement from 1 January 2002 to 30 June 2002 were as follows:

Principal Items of Services Rendered by Holding to the Company

Principal items
Pricing basis
Total



(RMB'000)

Primary, secondary and kindergarten education
Actual costs
12,176

Canteens, baths and nurseries
Actual costs
35,549

Renting of staff quarters
Actual costs
16,841

Landscaping of factory districts, sanitation, 



  maintenance and repairs of roads
State prices
13,357

Others
Market prices
14,802





Total

92,725

Principal Items of Services Rendered by the Company to Holding

Principal items
Pricing basis
Total



(RMB'000)

Water supply
Market prices
264

Electricity supply
Market prices
3,239

Telephone services
Market prices
1,405





Total

4,908

The Directors are of the opinion that the amounts paid or received by the Company for those services based on market prices were not substantially different from the market prices that prevailed at the time the supplementary agreement for 2002 was made.

(2)
Amounts paid by the Company to Holding in respect of the "Sale and Purchase of Iron Ore Agreement" from 1 January 2002 to 30 June 2002 are as follows:


Amount


(RMB'000)

Purchase of iron ore and limestone
364,348

The Directors are of the opinion that the above-mentioned amount purchased in respect of the "Sale and Purchase of Iron Ore Agreement" was not substantially different from the market prices that prevailed at the time the supplementary agreement for 2002 was made.

(3) Save for the connected transactions made pursuant to the "Service Agreement" and the "Sale and Purchase of Iron Ore Agreement" as mentioned above, details of other connected transactions made with Holding are as follows:


Amount



(RMB'000)


Steel products purchased by Holding from the Company
(4,298
)

Other services procured by Holding from the Company
(7,441
)

Payment by the Company for fixed assets and construction services
48,504


Payment by the Company for other services provided by Holding
22,318


(4)
Material contracts with the controlling shareholder:

Save for the connected transactions as mentioned above, neither the Company nor any of its subsidiaries have entered into any material contract with the controlling shareholder at any time during the six months ended 30 June 2002.

5.
Material contracts entered into by the Company during the reporting period and their implementation status

(1)
During the reporting period or any time in the past but lasting until the reporting period, the Company did not undertake any material entrustment, contracting and leasing of assets of other companies, nor did any other companies undertake material entrustment, contracting and leasing of the assets of the Company.

(2)
The Company was in strict compliance with relevant requirements concerning provision of guarantee for third parties. The Company did not provide any material guarantee for third parties that required disclosure during the reporting period or any time in the past but lasting until the reporting period.

(3)
Fund entrustment

In 2001, the Company decided to entrust an internal fund of RMB100 million to Shanghai Anshen Investment Management Company Limited for asset management. On 3 April 2002, the Company received RMB106 million including the fund entrusted and the income generated thereof. During the reporting period, the Company entrusted an internal fund of RMB100 million to the International Trust Investment Company of Anhui Province ("Anhui International Trust") for asset management. The above information has been disclosed in the 2001 Annual Report and the announcement was published in Shanghai Securities Journal, South China Morning Post (Hong Kong), Wen Wei Po (Hong Kong) and Shanghai Stock Exchanges Website (http://www.sse.com.cn) on 16 April 2002.

6.
During the reporting period, neither the Company nor any of its shareholders interested in more than 5% (5% inclusive) of the Company's shares made any commitments that might significantly affect the Company's operating results or financial conditions during the reporting period or any time in the past but lasting until the reporting period.

7.
The Company re-appointed Ernst & Young Hua Ming and Ernst & Young as the PRC and International auditors of the Company, respectively.

8.
Code of Best Practice

The Directors believe that the Company has compiled with "The Code of Best Practice" set out in Appendix 14 of the Rules Governing the Listing of Securities on The Stock Exchange of Hong Kong Limited ("Listing Rules") during the reporting period.

9.
Audit Committee

In accordance with the listing rules, the Board of Directors set up an audit committee ("Audit Committee") on 1 September 1999. The Audit Committee comprised independent directors Ms Cheng Shaoxiu, Mr Dong Yuanchi and Mr Wu Junnian and would carry out the review and supervision of the Group's financial reporting procedures and internal controls. During the reporting period, the Audit Committee has convened a meeting to examine the Company's 2001 annual financial reports.

10.
Unification of Income Tax rate and the Cancellation of Tax Rebates

As one of the nine pilot joint stock limited enterprises which formed the first batch of the overseas listed companies, in accordance with the Document Cao Shui Zi (1997) No. 38 dated 10 March 1997 jointly issued by the Ministry of Finance and the State Tax Bureau, the Company continued to be subject to an income tax rate of 15%. The cancellation of tax rebates by local governments had no bearing on the Company. As at the date of this report, no document from any authorities indicating any change in income tax rates applicable to the Company has been received.

11.
Sale of Staff Quarters

From 1994 to 1997, the Company paid approximately RMB190 million for the purchase of certain new staff quarters for its employees. From January 1997, the Company commenced the sale of the staff quarters to its employees in accordance with the government's regulations. Loss arising from the sale of such staff quarters at preferential prices is accounted for as a deferred staff cost and amortised over 10 years. By the end of 2000, the Group recorded a deferred staff cost of approximately RMB163,780,000, and the aggregate amortisation related thereto amounted to approximately RMB58,180,000. In 2001, the Ministry of Finance stipulated the accounting treatment in respect of loss on disposal of staff quarters. As a move to comply with this directive, the remaining sum of the unamortised deferred staff cost of RMB105,600,000 as at 1 January 2001 has been fully charged to opening retained earnings. As a result, no amortisation for such cost was made in the financial statements since year 2001. Under Hong Kong accounting standards, the loss arising thereof would still be amortised over 10 years, commencing from the dates of sale of the respective staff quarters. The loss of staff quarters charged to profit and loss account was approximately RMB8.8 million for the six months ended 30 June 2002. As at 30 June 2002, unamortised staff cost amounted to RMB79.2 million.

12.
Housing subsidies

According to the relevant directives issued by State Council, the Company has adopted monetarised housing allocation. Eligible existing and retired staff will be given one-off housing allowances. According to the directive issued by the Ministry of Finance, the housing subsidies for eligible existing staff and retired staff would be charged on cash payment basis to retained earnings in the financial statements prepared in accordance with PRC accounting standards. Under Hong Kong accounting standards, the housing subsidies of approximately RMB38.8 million payable to all eligible retired staff, who were retired before 1 January 2000, have already been fully charged to the profit and loss account for the year 2000. For the existing staff who will still serve the Company for ten years in average, the one-off housing subsidies of RMB349 million payable to them will be accrued on a straight-line basis over 10 years commencing from 1 January 2000.

According to the PRC accounting standards, the housing subsidies of RMB26 million paid to eligible staff between 1 January and 30 June 2002 have been charged to opening retained earnings; under Hong Kong accounting standards, the one-off housing subsidiaries of approximately RMB17 million paid to existing staff as of 30 June have been accrued and charged to the profit and loss account for the first half-year of 2002.

VI
FINANCIAL REPORT (unaudited)

Balance Sheet









(Prepared under PRC accounting standards)






30 June 2002










Group
Company












As at

As at

As at

As at



30 June 2002

31 December 2001

30 June 2002

31 December 2001



Unaudited

Audited

Unaudited

Audited



RMB

RMB

RMB

RMB


ASSETS









CURRENT ASSETS:









Cash and balances with









  financial institutions
1,648,696,972

1,322,172,382

1,572,148,403

1,184,277,534


Short term investments
112,884,593

111,796,803

112,884,593

111,796,803


Bills receivable
915,980,716

878,498,188

910,407,481

878,198,188


Trade receivables
211,867,397

319,069,657

233,575,280

303,515,418


Other receivables
862,148,170

576,535,198

210,278,713

288,305,136


Prepayments
459,420,330

466,885,316

456,333,292

466,195,316


Inventories
1,830,316,468

1,775,084,709

1,787,846,776

1,768,864,682


Long term debt investments,









  current portion
-

1,600,000

-

1,600,000












Total current assets
6,041,314,646

5,451,642,253

5,283,474,538

5,002,753,077












LONG TERM INVESTMENTS:









Long term equity investments
6,417,035

6,417,035

679,085,378

409,133,363


Long term debt investments
21,558,870

21,558,870

21,558,870

21,558,870












Total long term investments
27,975,905

27,975,905

700,644,248

430,692,233












FIXED ASSETS:









Cost
15,140,501,252

14,964,186,811

15,117,260,627

14,947,024,173


Less: Accumulated depreciation
(5,120,833,749
)
(4,790,914,536
)
(5,111,064,024
)
(4,783,866,830
)











Net book value
10,019,667,503

10,173,272,275

10,006,196,603

10,163,157,343


Less: Impairment
(232,431,412
)
(125,431,412
)
(232,431,412
)
(125,431,412
)











Net book value, net of impairment
9,787,236,091

10,047,840,863

9,773,765,191

10,037,725,931


Construction in progress
530,866,932

315,159,819

530,864,932

315,159,819












Total fixed assets
10,318,103,023

10,363,000,682

10,304,630,123

10,352,885,750












INTANGIBLE ASSETS:









Intangible assets
870,111,515

880,394,034

870,111,515

880,394,034












TOTAL ASSETS
17,257,505,089

16,723,012,874

17,158,860,424

16,666,725,094


LIABILITIES AND 








  SHAREHOLDERS' FUNDS








CURRENT LIABILITIES:








Short term loans
947,448,120

985,930,885

940,904,165

985,930,885

Trade payables
985,217,143

806,247,188

980,596,952

799,292,764

Deposits received
729,733,614

549,656,178

703,999,916

540,367,958

Wages payable
110,496,157

500,175

110,069,963

500,175

Staff welfare payable
19,268,848

11,950,910

19,195,886

11,877,086

Dividend payable
94,552,624

129,106,000

94,552,624

129,106,000

Tax payable
36,021,488

259,548,893

35,462,721

258,528,426

Other taxes payable
18,500,120

16,860,319

18,499,153

16,834,518

Other payables
332,560,731

198,957,610

307,303,271

192,431,871

Accrued charges
338,627,170

235,172,949

338,144,967

235,172,949

Long term loans, current portion
172,904,655

246,733,508

171,890,479

245,826,493










Total current liabilities
3,785,330,670

3,440,664,615

3,720,620,097

3,415,869,125










LONG TERM LIABILITIES:








Long term loans
861,695,826

837,333,288

844,961,926

821,914,033

Specific payables
525,840,000

485,840,000

525,840,000

485,840,000

Other long term liabilities
169,181,751

182,067,859

169,181,751

182,067,859










Total long term liabilities
1,556,717,577

1,505,241,147

1,539,983,677

1,489,821,892










DEFERRED CREDIT
-

1,373,630,913

-

1,373,630,913

SHAREHOLDERS' FUNDS:








Share capital
6,455,300,000

6,455,300,000

6,455,300,000

6,455,300,000

Capital reserve
4,864,975,395

3,491,344,482

4,864,975,395

3,491,344,482

Surplus reserves
420,709,943

420,709,943

420,370,310

420,370,310

  including: statutory public








            welfare fund
210,304,166

210,304,166

210,185,155

210,185,155

Retained profits
174,471,504

36,121,774

157,610,945

20,388,372










Total shareholders' funds
11,915,456,842

10,403,476,199

11,898,256,650

10,387,403,164










TOTAL LIABILITIES AND








  SHAREHOLDERS' FUNDS
17,257,505,089

16,723,012,874

17,158,860,424

16,666,725,094

Profit and Loss Account









(Prepared under PRC accounting standards)






Period ended 30 June 2002










Group
Company












For the six months
For the six months


ended 30 June
ended 30 June


2002

2001

2002

2001



Unaudited

Unaudited

Unaudited

Unaudited



RMB

RMB

RMB

RMB


Principal operating income
5,154,672,651

4,721,611,167

5,143,234,071

4,402,686,029


Less: Cost of sales
(4,441,733,291
)
(3,958,205,275
)
(4,434,949,008
)
(3,657,729,712
)

     Sales tax and surcharges
(44,906,841
)
(44,613,208
)
(44,391,316
)
(44,285,249
)











Profit from principal operating









  activities
668,032,519

718,792,684

663,893,747

700,671,068


Add: Other operating profit/(loss)
6,449,141

4,223,779

(1,175,090
)
4,201,937


Less: Selling expenses
(32,386,420
)
(42,487,935
)
(31,523,822
)
(29,404,258
)

     Administrative expenses
(212,938,755
)
(302,442,996
)
(207,064,384
)
(298,256,801
)

     Financial expenses
(43,682,227
)
(70,474,827
)
(40,148,395
)
(72,028,437
)











Operating profit
385,474,258

307,610,705

383,982,056

305,183,509


Add: Investment income
7,087,790

7,412,505

7,087,790

7,412,505


     Subsidies income
-

1,932,937

-

-


     Non-operating income
2,995,362

8,451,080

2,995,362

8,451,080


Less: Non-operating expenses
(201,844,906
)
(172,215,598
)
(201,717,764
)
(172,215,148
)











Profit before tax
193,712,504

153,191,629

192,347,444

148,831,946


Less: Tax
(29,299,719
)
(22,978,745
)
(29,061,816
)
(22,324,792
)











Net profit
164,412,785

130,212,884

163,285,628

126,507,154


Add: Retained profits at









       beginning of period
36,121,774

187,891,056

20,388,372

176,847,899


Less: Staff housing subsidies









       charged to retained profits
(26,063,055
)
(17,507,191
)
(26,063,055
)
(17,507,191
)

     Loss from sales of staff









       quarters charged to 









       opening retained profits
-

(105,600,289
)
-

(105,600,289
)











Profit available for distribution
174,471,504

194,996,460

157,610,945

180,247,573


Less: Transfers to statutory









       surplus reserve
-

-

-

-


     Transfers to statutory









       public welfare fund
-

-

-

-












Profit available for distribution









  to shareholders
174,471,504

194,996,460

157,610,945

180,247,573


Less: Ordinary shares dividend









       payable
-

-

-

-












Retained profits at end of period
174,471,504

194,996,460

157,610,945

180,247,573


Cash Flow Statement


(Prepared under PRC accounting standards)


Period ended 30 June 2002




Group
Company







For the six months
For the six months



ended 30 June
ended 30 June



2002

2001

2002

2001




Unaudited

Unaudited

Unaudited

Unaudited




RMB

RMB

RMB

RMB


1. 
Cash flows from operating










  activities:










Cash received from sales










  of goods and rendering










  of services
6,547,938,051

5,492,441,830

6,172,172,560

5,081,934,069



Cash received from taxes










  refund
38,376,683

20,642,459

-

20,642,459



Other cash received










  relating to operating










  activities
2,995,362

10,384,017

2,995,362

8,451,080














Sub-total of cash inflows
6,589,310,096

5,523,468,306

6,175,167,922

5,111,027,608














Cash paid for goods










  and services
(4,247,909,619
)
(3,610,453,832
)
(3,767,135,001
)
(3,368,103,685
)


Cash paid to and on










  behalf of employees
(576,200,654
)
(534,010,662
)
(574,991,521
)
(533,964,558
)


Other taxes paid
(761,119,492
)
(522,096,130
)
(760,404,929
)
(521,479,582
)


Other cash paid relating










  to operating activities
(105,175,107
)
(155,304,132
)
(111,942,579
)
(42,950,203
)













Sub-total of cash outflows
(5,690,404,872
)
(4,821,864,756
)
(5,214,474,030
)
(4,466,498,028
)













Net cash flows from










  operating activities
898,905,224

701,603,550

960,693,892

644,529,580













2.
Cash flows from investing










  activities:










Cash received from sales










  of investments
101,600,000

-

101,600,000

-



Cash received from returns










  on investments
16,865,387

7,412,505

16,632,177

7,412,505



Net cash received from










  disposal of fixed assets,










  intangible assets and










  other long term assets
1,962,942

378,857

1,962,942

378,857



Cash received from retrieval










  of pledged deposits 










  and overdue deposits
-

21,810,941

-

-



Cash received from returns










  on other investments
-

12,000,480

-

11,625,030














Sub-total of cash inflows
120,428,329

41,602,783

120,195,119

19,416,392














Cash paid for acquisition










  of fixed assets, intangible










  assets and other long










  term assets
(453,609,818
)
(317,634,656
)
(447,529,832
)
(317,634,656
)


Increase in pledged










  deposits and overdue










  deposits
(325,000
)
-

-

-



Cash paid for purchase










  of investment
(100,000,000
)
(101,000,000
)
(100,000,000
)
(101,000,000
)













Sub-total of cash outflows
(553,934,818
)
(418,634,656
)
(547,529,832
)
(418,634,656
)













Net cash flows from










  investing activities
(433,506,489
)
(377,031,873
)
(427,334,713
)
(399,218,264
)












3. 
Cash flows from financing










  activities:










Proceeds from borrowings
512,207,506

506,303,550

505,663,550

506,303,550



Other cash received relating










  to financing activities
40,000,000

204,000,000

40,000,000

204,000,000














Sub-total of cash inflows
552,207,506

710,303,550

545,663,550

710,303,550














Cash repayments of










  amounts borrowed
(602,050,474
)
(843,184,010
)
(601,599,990
)
(820,796,394
)


Cash paid for appropriation










  of dividend and profit










  or payment of interest
(89,526,938
)
(87,435,338
)
(89,518,559
)
(87,238,646
)













Sub-total of cash outflows
(691,577,412
)
(930,619,348
)
(691,118,549
)
(908,035,040
)













Net cash flows from










  financing activities
(139,369,906
)
(220,315,798
)
(145,454,999
)
(197,731,490
)












4. 
Effect of foreign exchange










  rate changes on cash
170,761

976,200

(33,311
)
99,540













5. 
Net increase in cash 










  and cash equivalents
326,199,590

105,232,079

387,870,869

47,679,366


Supplementary information









1. 
Reconciliation of net










  profit to net cash flows










  from operating activities:










Net profit
164,412,785


130,212,884

163,285,628

126,507,154



Add:
Staff housing subsidies











  charged to retained











  profits
(26,063,055
)
(17,507,191
)
(26,063,055
)
(17,507,191
)



Provision for doubtful











  debts
6,028,720

95,550,000

11,328,720

95,550,000




Reversal of provision











  for impairment











  of investments
(1,087,790
)
-

(1,087,790
)
-




Provision for











  impairment of











  fixed assets
107,000,000

82,955,500

107,000,000

82,955,500




Provision for











  impairment of











  construction











  in progress
-

75,000,000

-

75,000,000




Depreciation of











  fixed assets
420,734,026

391,985,229

418,012,008

391,748,323




Amortisation of











  intangible assets
10,282,519

9,272,352

10,282,519

9,272,352




Increase in accrued











  charges
99,899,862

145,954,325

99,417,659

145,954,325




Loss on disposal











  of fixed assets,











  intangible











  assets and other











  long term assets
83,605,281

1,132,522

83,605,281

1,132,522




Financial expenses
40,530,889

70,143,882

39,087,503

71,891,923




Investment income
(6,000,000
)
(7,412,505
)
(6,000,000
)
(7,412,505
)



Increase in inventories
(55,231,759
)
(129,851,801
)
(18,982,094
)
(189,635,711
)



Increase in receivables











  from operating











  activities
(214,456,974
)
(464,051,101
)
(155,661,443
)
(475,982,020
)



Increase in payables











  from operating











  activities
269,250,720

318,219,454

236,468,956

335,054,908















Net cash flows from










  operating activities
898,905,224

701,603,550

960,693,892

644,529,580














2. 
Investing and financing










  activities that do not










  involve cash receipts










  and payments:

-


-

-

-














3. 
Net increase in cash and










  cash equivalents:










    Cash and balances










      with financial










      institutions










      at end of period
1,597,885,579

1,634,374,515

1,534,743,454

1,527,587,949



Less: 
Cash and balances











       with financial











       institutions











       at beginning











       of period
(1,271,685,989
)
(1,529,142,436)

(1,146,872,585)

(1,479,908,583
)


Add: 
Balance of cash











       equivalents at











       end of period


-

-

-



Less: 
Balance of cash











       equivalents at











       beginning of











       period


-

-

-
















Net increase in cash











  and cash equivalents
326,199,590

105,232,079

387,870,869

47,679,366


Notes to Financial Statements

(Prepared under PRC accounting standards)

On 1 January 1994, the PRC government abolished the dual exchange rate system by unifying the official and swap centre rate systems which resulted in an unified exchange rate as quoted by the People's Bank of China. The deferred credit arose from the retranslation of the proceeds received from the issue of H shares before and after the unification of the exchange rates on 31 December 1993 and 1 January 1994, respectively. In accordance with the directives issued by the Ministry of Finance and recommendations from the officials of the Ministry of Finance and the China Securities Regulatory Commission, this exchange difference is recorded as a deferred credit on the balance sheet. Pursuant to a directive issued by the Ministry of Finance on 2 March 1994, the directors determined that the Group should retain the deferred credit to offset future losses, or retain the amount until liquidation. The deferred credit balance as at 31 December 2001 represents the balance as at 1994 carried forward. On 27 May 2002, the Ministry of Finance issued a directive and allowed the deferred credit balance to be reclassified as capital reserve and the Company has reclassified the deferred credit to capital reserve during the period.

During the period, with the exception of the aforesaid deferred credit being credited to its capital reserve, the significant accounting policies adopted by the Company and the Group in the preparation of the financial statements under PRC accounting standards remained unchanged when compared with last year.

During the accounting period, the Company established a new wholly-owned subsidiary, MG Control Technique Company Limited, which has a registered share capital of RMB8 million. The principal activity of the subsidiary consists of the planning and design of automation systems. The subsidiary has not recorded any turnover up to 30 June 2002. With the exception of the addition of the aforesaid subsidiary, the Company's consolidation methods adopted in the preparation of the financial statements remained unchanged when compared with last year.

Effects on net profit and the shareholders' funds arising from the material differences between the consolidated financial statements prepared under PRC and Hong Kong accounting standards are summarised as follows:



For the




six months ended




30 June 2002


Difference in net profit
Notes
Unaudited




RMB'000


Net profit under Hong Kong accounting standards

143,423


Add back:




Amortisation of deferred staff cost
(i)
8,800


Staff housing subsidies to current employees
(ii)
17,444


Deduct:




Provision for furnace relining costs
(iii)
(5,255
)






Net profit under PRC accounting standards

164,412




30 June 2002


Difference in shareholders' funds
Notes
Unaudited




RMB'000


Shareholders' funds under Hong Kong accounting standards

12,125,698


Add back:




Staff housing subsidies charged to profit and loss account:




  Current employees
(ii)
87,218


  Retired employees
(ii)
38,843


Deduct:




Unamortised deferred staff cost
(i)
(79,200
)

Staff housing subsidies charged to retained earnings
(ii)
(131,503
)

Provision for furnace relining costs recorded as liability
(iii)
(125,599
)






Shareholders' funds under PRC accounting standards

11,915,457


(i)
Deferred staff cost

From 1994 to 1997, the Company paid approximately RMB190 million for the purchase of certain new staff quarters for its employees. Those staff quarters were fully delivered for use during 1997. From January 1997, the Company commenced the sale of staff quarters to its employees in accordance with the Maanshan Municipal Regulation (the "Regulation") governing the sale of public housing. The Regulation sets out the rules and conditions governing the sale and purchase of staff quarters in Maanshan, including the quantum of price discount given to the Company's employees. Most of the staff quarters have been sold at preferential prices and a loss of approximately RMB164 million was incurred. As at 31 December 2000 or before, under Hong Kong and PRC accounting standards, the relevant loss was recorded as deferred staff cost and amortised over the estimated remaining average service life of the relevant employees of 10 years, commencing from the dates of sale of staff quarters. As at 31 December 2000, the accumulated amortisation thereof was approximately RMB58.18 million and the deferred staff cost net of amortisation was approximately RMB106 million.

Under Hong Kong accounting standards, the current year treatment still follows the aforesaid accounting policies and the required amortisation of approximately RMB8.8 million was charged to the profit and loss account during the period. As at 30 June 2002, the unamortised deferred staff cost was approximately RMB79.2 million.

Under PRC accounting standards, starting from 1 January 2001, the Company implemented the rules of directive No. 2001(5) issued by the Ministry of Finance in January 2001 to fully charge the unamortised deferred staff cost of approximately RMB106 million as brought forward from 31 December 2000 to the opening retained profits account as at 1 January 2001 directly.

(ii)
Staff housing subsidies

Pursuant to an implemented staff housing subsidies scheme, the Company is required to pay one-off lump sum cash subsidies to both current and retired employees who are eligible under the scheme, provided that each eligible employee entitled to the subsidies continues to provide service to the Company for a stipulated period, or to the date on which they reach their respective normal retirement ages, whichever is the earlier. The directors estimated that the aggregate subsidies payable to all eligible current and retired employees to be approximately RMB349 million and RMB38.84 million, respectively. The subsidies payable to current and retired employees will be on a batch basis upon application from eligible employees during the coming years.

Under Hong Kong accounting standards, the subsidies payable to eligible current employees have been provided for on a straight-line basis over 10 years, which approximates the estimated remaining average vesting period of the relevant employees, commencing from 1 January 2000. Accordingly, subsidies for current employees of approximately RMB17.44 million have been accrued and charged to the profit and loss account during the period. The cumulative effect thereof on the Company's shareholders' funds at 30 June 2002 was approximately RMB87.22 million.

The aggregate subsidies of approximately RMB38.84 million payable to all eligible retired employees during the future years have already been fully charged to the comparative profit and loss account during the year ended 31 December 2000 since such subsidies are related to past services of eligible retired employees. The cumulative effect thereof on the Company's shareholders' funds at 30 June 2002 was approximately RMB38.84 million.

Under PRC accounting standards, the subsidies paid to eligible current and retired employees aggregating approximately RMB26.06 million during the period have been charged directly to the retained profits account. The cumulative effect thereof on the Company's shareholders' funds at 30 June 2002 was approximately RMB132 million. No accrual for the subsidies payable to current employees or retired employees has been made in the financial statements.

(iii)
Furnace relining costs

Under PRC accounting standards, provision for furnace relining costs has been accrued on a straight-line basis over the period between relinings, and the resulting provision of approximately RMB5.26 million has been charged to the profit and loss account during the period. As at 30 June 2002, the balance of provision thereof was approximately RMB126 million.

According to Hong Kong accounting standards, furnace relining costs is recognised as and when incurred, and the Company can no longer accrue for the provision for furnace relining costs on a straight-line basis. 

Condensed Consolidated Profit and Loss Account

(Prepared under Hong Kong accounting standards)

Period ended 30 June 2002



For the six months



ended 30 June



2002

2001




Unaudited

Unaudited



Notes
RMB'000

RMB'000


TURNOVER
3
5,154,673

4,721,611


Cost of sales

(4,453,922
)
(3,975,649
)








Gross profit

700,751

745,962


Other revenue and gains
3
27,397

32,957


Selling and distribution costs

(77,293
)
(87,101
)

Administrative expenses

(223,610
)
(229,953
)

Other operating expenses

(204,849
)
(253,506
)








PROFIT FROM OPERATING ACTIVITIES
4
222,396

208,359


Finance costs
5
(49,673
)
(81,411
)








PROFIT BEFORE TAX

172,723

126,948


Tax
6
(29,300
)
(22,979
)








NET PROFIT FROM ORDINARY ACTIVITIES






  ATTRIBUTABLE TO SHAREHOLDERS

143,423

103,969









EARNINGS PER SHARE
9





  Basic

2.22 cents

1.61 cents









  Diluted

N/A

N/A


Notes To Condensed Consolidated Interim Financial Statements

(Prepared under Hong Kong accounting standards)

1.
Significant Accounting Policies

The condensed consolidated interim financial statements are prepared in accordance with Hong Kong Statements of Standard Accounting Practice ("SSAP") No. 25 "Interim Financial Reporting" and Appendix 16 of the Listing Rules. 

The accounting policies used in the preparation of the interim financial statements are the same as those used in the annual audited financial statements for the year ended 31 December 2001 except for the adoption of the new/revised SSAP 15 (Revised) "Cash Flow Statements" and SSAP 34 "Employee Benefits", the impact of which is summarised as follows:

(a)
SSAP 15 (Revised) "Cash Flow Statements" prescribes the provision of information about the historical changes in cash and cash equivalents. The condensed consolidated cash flow statement for the current interim period and the comparative figures are presented in accordance with the revised SSAP.

(b)
SSAP 34 "Employee Benefits" prescribes the accounting and disclosure for employee benefits. This SSAP has had no major impact on these condensed consolidated interim financial statements.

2.
Segment Information

The Group has only one business segment, which is the manufacture and sale of iron and steel products, and therefore, no business segment information is presented.

No geographical segment information is presented as the Group's operations were substantially carried out in the PRC during the period. Over 90% of the Group's turnover was derived from customers in the PRC.

3.
Turnover, Revenue and Gains

Turnover represents the invoiced value of goods sold, net of discounts and returns, and excludes sales taxes and intra-group transactions.

An analysis of turnover, revenue and gains is as follows:


For the six months


ended 30 June


2002

2001


Unaudited

Unaudited


RMB'000

RMB'000

Turnover - sale of goods
5,154,673

4,721,611

Interest income
10,865

9,534

Others
16,532

23,423







5,182,070

4,754,568

4.
Profit from Operating Activities

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


For the six months


ended 30 June


2002

2001



Unaudited

Unaudited



RMB'000

RMB'000


Depreciation
431,016

391,985


Amortisation of deferred staff cost
8,800

8,800


Interest income
(10,865
)
(9,534
)

Environmental loans waived
(2,700
)
(8,398
)

Investment income from listed investments
(6,000
)
(7,413
)

5.
Finance Costs


For the six months


ended 30 June


2002

2001



Unaudited

Unaudited



RMB'000

RMB'000


Interest on bank loans
58,528

89,251


Less: Interest capitalised
(8,855
)
(7,840
)








49,673

81,411


6.
Tax


For the six months


ended 30 June


2002

2001


Unaudited

Unaudited


RMB'000

RMB'000

Hong Kong profits tax
-

497

PRC income tax
29,300

22,482






Tax charge for the period
29,300

22,979

No provision for Hong Kong profits tax has been made as the Group had no estimated assessable profits arising in Hong Kong for the six months ended 30 June 2002. Hong Kong profits tax has been provided at the rate of 16% on the estimated assessable profits which were earned in or derived from Hong Kong during the six months ended 30 June 2001.

The PRC income tax for the Company and its subsidiaries is calculated at rates ranging from 15% to 33%, on their estimated assessable profits for the period based on existing legislation, interpretations and practices in respect thereof.

No provision for overseas profits tax has been made for the Group as there were no assessable profits for the period.

There was no material unprovided deferred tax in respect of the period or at 30 June 2002 (2001: Nil).

7.
Statutory Surplus Reserve and Statutory Public Welfare Fund

No appropriation was made to the statutory surplus reserve and statutory public welfare fund by the Company for the period ended 30 June 2002. Such appropriation will be made at the year end in accordance with the Company Law of the PRC and the Company's Articles of Association.

8.
Interim Dividend

The directors do not recommend the payment of any interim dividend for the six months ended 30 June 2002 (2001: Nil).

9.
Earnings Per Share

The calculation of basic earnings per share is based on the net profit from ordinary activities attributable to shareholders for the period of approximately RMB143,423,000 (2001: approximately RMB103,969,000) and 6,455,300,000 (2001: 6,455,300,000) ordinary shares in issue during the period.

No diluted earnings per share is presented as the Company does not have any dilutive potential ordinary shares.

VII. DOCUMENTS AVAILABLE FOR INSPECTION

1.
Original copy of the Interim Report signed by the Chairman.

2.
Financial statements of the Company stamped and signed by the Department Head, the Chief Accountant and Head of the Accounting Department.

3.
Original copies of all announcements released by the Company in newspapers designated by China Securities Regulatory Commission during the reporting period.

4.
The Articles of Association of the Company.

5.
Original copies of the Company's interim reports published in Shanghai Securities Journal, South China Morning Post (Hong Kong) and Wen Wei Po (Hong Kong).

VIII.
Detailed interim results announcement on the stock exchange of hong kong limited's website

A detailed interim results announcement containing all the information required by paragraphs 46(1) to 46(6) of Appendix 16 of the Listing Rules will be published on the website of the Stock Exchange of Hong Kong Limited in due course.

By order of the Board of Directors

Maanshan Iron & Steel Company Limited

Maanshan City, Anhui Province, 15 August 2002

Please also refer to the published version of this announcement in the South China Morning Post dated 16 August 2002.

Maanshan Iron & Steel Company Limited

16 August 2002

1

