NOTES TO FINANCIAL STATEMENTS

31st March, 2001

ORGANISATION AND OPERATIONS

The Compuny waus incorporated in Bermudu us un exempted company with limited liability and its
shares were listed on The Stock Exchunyge of Hony Kony Limited (the “Stock Exchange”) on 11th
October, 1995.

During the yeur, the Group wus principually enguged in the munufacturing and trading of plastic
and metul household products.

BASIS OF PRESENTATION

The Group recorded u net profit attributuble to shareholders umounting to HK$5,681,000 (2000 - het
loss of HKS$118,5636,000) for the year ended 31st March, 2001 and had net current ussets of
HK$25,917,000 (2000 - net current liubilities of HK$264,403,000), which included restricted bunk
deposits of HK$41,029,000 (2000 - HK$40,156,000) us ut that dute. The nuture of the restricted bunk
deposits is disclosed in Note 32(b).

The finunciul statements have been prepured on u going concern busis, the validity of which
depends upoh the success of future operutions of the business of the Group und avdilability of
udeyuute working capital to satisfy the repayment requirements of the Group within the hext
fwelve months. Detuils of the repuyment requirements are set out in Notes 4, 20 und 25. In sutisfyiny
the repuyment reyuirements, the Group muy heed to utilise purt of the restricted bunk deposits of
HKS$41,029,000 (2000 - HK$40,156,000) which requires the consent of eighteen bunkers of the Group
(the “"Bunk Group”), excluding u PRC bunker.

The directors huve contfinued to tighten cost controls over factory overheuds and various general
and administrative expenses to improve the finuncial position, cash flows, profitability and operations
of the Group. During the yeur and subsequent to 31st March, 2001, the Group hus carried out a
business re-engineerinyg process and, us u result, three sepurate munufacturing operutions have
been relocuted und cohsoliduted. Accordingly, the directors unficipute thut the Group will continue
to benefit from certuin cost savinys.

In light of the cost suving medasures, the growth plans and the completion of the debt restructuring
plun us described in Nofe 4, the directors believe that the Group will have sufficient working
cupital for its current operationul requirements and will return fo a commercially viable concern.
Accordingly, the directors ure sutisfied that it is uppropriate to prepure the finuncial stautements us
ut und for the yeur ended 31st Murch, 2001 oh u gyoihy concern busis.

Should the Group be unuble to continue in business us u yoinyg concern, udjustments would have
to be maude to udjust the values of ussets to their recoveruble umounts, to provide for any further
ligbilities which may arise and fo reclussify hon-current assets and liabilities us current ussets und
liabilities, respectively. The effects of these adjustments have not been reflected in the finunciul
statements.

The financial statements confain comparative amounts us at and for the year ended 31st March,
2000 which were audited and reported on by certified public accountants other than Arthur
Andersen & Co whose report duted 31st October, 2000 wus yuulified. The yuulificution wus mude
in respect of audit scope limitutions reluting to cerfuin mutters of dlleged misfeasunce (us described
in Note 36) and the accounting for the discontinued operations (us described in Note 35). Further
detuils are provided in Note 37 to these finaunciul stautements.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

(a) Basis of presentation
These financial stutements have been prepured under the historicul cost convention und in
auccordunce with Statements of Stundard Accounting Practice issued by the Hong Kony
Society of Accountants, uccounting principles generully accepted in Hong Kohyg and the
disclosure reyuirements of the Hong Kony Compunies Ordinance und the Rules Governing
the Listing of Securities (the “Listing Rules”) on The Stock Exchunye of Honhy Konhy Limited.

(b) Basis of consolidation
The consoliduted finunciul stutements include the finunciul stutements of the Compuny und
its subsidiuries for the yeur ended 31st Murch, 2001. The results of the subsidiuries ucquired or
disposed of durinyg the yeur ure consoliduted from or to their effective dates of ucquisition or
disposul, respectively. All significunt infercompuny transuctions and bulunces within the Group
are eliminated on consolidution.
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3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

(¢) Turnover
Turnover represents the het invoiced vulue of goods sold, ufter ullowances for goods returned
und frade discounts, but excludes infra-group transactions during the year.

(d) Revenue recognition
Provided it is probuble thut the economic benefits ussociuted with a transaction will flow to
the Group und the Compuny und the revenue und costs, if upplicuble, cun be meusured
reliubly, turnover und other revenue ure recoyhised on the followiny buses:

0) Sule of yoods
Sule of yoods is recoyhised when the sighificant risks und rewards of ownership of the
goods have been trunsferred to u customer.

(i) Rental income
Rentul income is recoyhised on u struight-line busis over the leuse terms.

(iii) Interest income
Interest income from bunk deposits is recoyhised onh u time proportion busis on the
principul outstanding and at the rate applicable.

(e) Subsidiaries
A compuny is a subsidiary if more than 50% of the issued voting capital is held lony-term,
directly or indirectly. In the finunciul stutements of the Compuny, investment in subsidiaries is
curried ut cost less provision for impuirment in value where considered necessury by the
directors. The results of the subsidiuries are included in the income stutement to the extent of
dividends declured by the subsidiuries.

) Associate
An ussociute is un enterprise over which the Group hus sighificant influence, but not control
or joint conftrol, und thereby hus the dbility to participate in its financial and operating policy
decisions.

In the consoliduted finunciul stutements, interest in an ussociute is uccounted for under the
equity method of uccounting, whereby the investment is initially recorded dut cost und the
carrying umount is udjusted fo recoghise the Group’s share of the post-acquisition profits or
losses of the ussociute, distributions received from the ussociute und other necessury
dlterations in the Group’s proportionate interest in the ussociate arising from changes in the
equity of the ussociute thut have hot been included in the consoliduted income stutement.
Where, in the opinion of the directors, there is an impdirment in value of un ussociute, or the
market vulue hus fullen below the carrying value over u sustuined period of time, u provision
is made for such impuirment in value.

The finuncial yeur end of the ussociute is 31st December, uccordingly, the share of results of
the ussociute is arrived at bused on the uhaudited munugement accounts us at 31st
December, 2000.

(g) Fixed assets and depreciation

Fixed ussets, other thun construction-in-progress, dare stated ut cost less uccumuluted
depreciation. The cost of un usset comprises its purchase price und uny directly attributable
costs of bringing the asset to its working conditfion and locution for its infended use. Expenditure
incurred ufter the fixed ussets have been put intfo operution, such ds repuirs and Muintenance,
is normally churged to the income statement in the period in which it is incurred. In situations
where it can be cleurly demonstrated that the expenditure hus resulted in an increuse in the
future economic benefits expected to be obtuined from the use of the fixed usset, the
expenditure is cupitulised us un udditionul cost of the fixed usset.
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3.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

@

(h)

0]

@

Fixed assets and depreciation (continued)

Depreciation is culculated on the struight-line busis to write off the depreciuble amount of
euch usset over its estimated useful life. The principal annual rates or useful lives used for this
purpose ure us follows:

Leusehold lund Over the terms of the leuses
Buildinys 2% or the terms of the leuses, if shorter
Leusehold improvements 14.3% — 20%

Plant and muchinery 20%

Fumniture, fixtures, office und computer equipment 20%

Motor vehicles 20% — 25%

Moulds 20%

Assets held under finunce leuses ure depreciuted over their expected useful lives (or, where
shorter, the term of the leuse) on the sume busis us owhed ussets.

A write dowh will be mude if the recoveruble umount of fixed ussets is below the cuarrying
amount. The write down will be churged to the income statement us un expense unless it
reverses u previous revaluation increuse, in which case, it is charged directly against any
related revaluation reserve to the extent that the reduction does not exceed the umount
held in the revaluution reserve in respect of the sume item. In determining the recoverable
umount, expected future cush flows are nhot discounted to their present values.

A subseyuent increuse in the recoveruble umount of an usset carried ut depreciuted cost is
written buck when the circumstances that led to the write dowh ceuse to exist. The umount
written back is reduced by the uamount that would have been recoghised us depreciation
had the write down not occurred.

When assets dre sold or retfired, their cost aund accumulated depreciation are eliminated
from the accounts und uny guin or loss resulting from their disposal is included in the income
statement.

Construction-in-progress

Construction-in-progress is stuted ut cost und is hot depreciuted. Cost comprises development
and conhstruction expenditures und other direct costs uttributuble to the construction us well
as interest churyges reluted to fuhds borrowed during the period of construction. Construction-
in-proyress is reclussified to the appropriate cuteygory of fixed ussets when it is completed
and ready for its infended use.

Borrowing costs

Interest is expensed us incurred, except for interest directly attributauble to the construction of
property unhder development which is capitalised us part of the cost of thut property. Interest
is cupitulised ut the weighted uveruge cost of the reluted borrowinygs up to the dute of
completion of the property. The cupitulised interest rate represents the weighted average
cost of cupitul from ruising the reluted borrowinys externally and is upproximately 8%.

Other borrowiny costs, including amortisation of discounts or premiums relating to borrowings,
amortisation of uncillary costs incurred in connection with arranging borrowings and exchunge
differences arising from foreigh currency borrowings to the extent that they are regurded us
un udjustment fo interest costs, are considered immateriul und dre recoghised us un expense
in the year incurred.

Inventories
Inventories ure curried ut the lower of cost und het redlisuble value.

Cost is bused on the weighted averuyge cost formula and comprises dll costs of purchuse,
costs of conversion und other costs incurred in bringing the inventories to their present locution
and condition.

Net reulisuble value is the estimated selling price in the ordinary course of business less the
estimuted costs of completion und the estimuted costs hecessury fo make the sule.
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3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

) Inventories (continued)

When inventories dre sold, the cuarrying umount of those inventories is recoghised ds dun
expense in the period in which the related revenue is recognised. The umount of uny write-
downh of inventories to het redlisuble value und dll losses of inventories ure recoyhised us un
expense in the period the write-down or loss occurs. The umount of any reversal of uny write-
dowh of inventories, drising from dan increuse in net redlisuble value, is recoyghised us u
reduction in the amount of inventories recoynised ds un expense in the period in which the
reversul occurs.

(k) Leases
0] Finunce leuses
Leuses thut transfer to the Group substuntially dll the rewards and risks of ownership of
the ussets, other thun legul title, ure uccounted for us finunce leuses.

Fixed ussets held under finunce leuses ure initiully recorded ut the present value of the
minimum leuse payments ut the inception of the leuses, with the equivalent liubilities
recorded us uppropriute under current or non-current liubilities.

Finunce churyges, which represent the difference between the minimum leuse puyments
at the inception of the leuses und the fuir vulue of the ussets, ure dllocuted to
accounting periods over the period of the relevant leuses so us to produce u constunt
periodic rate of charge on the outstunding bulunces.

(D) Operuting leuses
Leuses where substuntiully dll the rewards and risks of ownhership remuin with the leusing
compuny dre uccounted for us operating leuses. Rental payments under operuting
leuses aure charged o the income stutement on u straight-line busis over the period of
the relevant leuses.

() Deferred taxation
Deferred tauxution is provided under the liability method, at the current tux rate, in respect of
timiny differences between profit us computed for tuxution purposes und profit us stated in
the financial stautements, except where it is considered that no liability will arise in the
foreseeuble future.

A deferred tux usset is hot recoynised unless the relauted benefits ure expected to crystallise
in the foreseeuble future.

(m) Foreign currencies
Individuul compunies in the Group Muintuin their books und records in the primary currencies
of their respective counftries (“functionul currencies”).

In the finunciul stautements of the individual compunies, frunsuctions in other currencies during
the year are franslated intfo the respective functionul currencies ut the applicuble rates of
exchuhge prevuiling ut the time of the fransactions. Mohetary dssets and lidbilities
denhominuted in other currencies ure frunsluted into the respective functionul currencies ut
the dpplicuble rutes of exchunhye in effect ut the bulunce sheet dute. All exchunye
differences are dedlt with in the individual compunies’ income statements.

For the purpose of consolidution, the finunciul statements of the subsidiuries (including dll the
ussets, liabilities, income and expense items) are tfranslated info Hong Kony dollars at the
upplicuble rates of exchunyge in effect ut the balance sheet dute. Exchaunge differences
arising on such franslation aure credited or churged to the exchunye fluctuution reserve.




NOTES TO FINANCIAL STATEMENTS

31st Murch, 2001

DEBT RESTRUTURING

On 10th November, 2000, the Group entered info u leyully binding Debt Restructuring Deed ("DRD")
with the Bunk Group, excluding u PRC bunker, pursuunt fo which the Bunk Group uyreed fo
restructure the outstanding bank indebtedness of the Group, mujor terms of which, us revised by
subseyuent umendments, were us follows:

(a) the reinstutement of the bunkiny fucility for the Group’s secured indebtedness of HKS$7,773,000,
which included ull outstunding principul, unpuid inferest, and other fees, costs und churges
in respect of u mortgage loun. The bankinyg facility was reinstated on the terms and conditions
contudined in the existing facility arrangements, except that no further drawdown under the
existing fucility cun be mude.

(b) the Group’s residuul indebtedness of HK$337,041,000 wus dedlt with in the following manner:

0) the execution of a debt compromise arrangement ("*Debt Compromise”) whereby the
Bunk Group hominated approximately HK$53.4 million of its fotal debts for settlement.
The Group earmarked dpproximately HKS$10.8 million from its internal cash resources for
full and final settlement of the compromised debfs.

(i) HK$116,873,344 us Zero Coupoh Secured Convertible Bonds (“Zero CB”). The terms of
the Zero CB include (i) repuyment of the principul umount outfstunding on the 5th
unhiversury of the dute of issue; (ii) conversion rights ut HK20 cents per shure, or ut
HK15 cents per shure in the event of default, for fully paid ordinary shares of the
Compuny (subject to further udjustment us stipulauted in the DRD); und (iii) u conversion
period of 5 yeurs from the dute of issue.

(i) HKS$57,126,656 us Secured Convertible Bonds with a 4% Coupon (“4% CB”). The terms of
the 4% CB include (i) repuyment of the principul umount outstundiny foyether with dll
interest outstandiny on the 5th unniversury of the dute of issue; (i) conversion rights at
HK20 cents per shure, or ut HK15 cents per share in the event of default, for fully puid
ordinury shares of the Compuny (subject to further adjustment us stipulated in the
DRD); (iii) g conversion period of 5 yeurs from the dute of issue; und (iv) un unnhudyl
interest rate of 4% puydble in urreurs every six months.

(iv)  The bulunce of the residuul indebtedness of upproximutely HK$109,641,000 wus divided
amohny the bunks in the Bunhk Group on the busis of their residuul indebtedness
percenftage us a ferm loun over 5 years with inferest at the 3-month Hony Kony Inter-
bunk Offer Rute plus 1% per unnum. The principul will be repuyuble commencing on
30th August, 2001, und for every six months, HK$11,000,000 will be puyuble pro ratu to
euch bunk by reference fo their residudl indebtedness percentage. At the end of the
fifth yeuar, the remuaining balance of the ferm loun will be repuid in full. The interest
exjpense ussociuted with the term loun is puyuble on u quurterly basis.

The uforesuid convertible bonds and term loun are secured by (i) dll existing guarantees and
security which remain in full force und effect; and (ii) the security provided pursuant fo the terms of
u stundstill und security shuring arrungement with the Bank Group on 7th December, 1999 which
had lapsed on 14th Junuary, 2000. Further security would be provided by way of u churge over (i)
the bunkinyg fucilities for working cupital purposes to be yrunted to the Group; (i) uny deposit
uccount held by the security ugent of the Bunk Group; und (iii) uny hew fucilities provided by uny
bunks of the Bunk Group.

The ubove mentioned debft restructuring plun wus completed on 15th December, 2000. As u result
of the debft restructuring us described in (b)(i) ubove, u guin on forgiveness of debt of upproximutely
HK$30,060,000, ufter deduction of the reluted direct expenses, wus recoyhised in the consoliduted
income stutement for the year.

Pursuant to the Share Offer Agreement dated 15th December, 2000, the agent acting on behualf of
the Bank Group, by way of Share Sule, converted HK$86,873,344 Zero Coupon Secured Convertible
Bonds into shares at HK20 cents per share. Bused onh the tferms defined in the DRD, the qudlifying
shureholders of the Compuny aucyuired 434,366,720 shures from the Bunk Group ut HK5 cents per
share.
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TURNOVER AND OTHER REVENUE

An unulysis of furmover und other revenue is us follow:

Group
2001 2000
HK$ 000 HK$'000
(Note 37)
Sales of goods
Continuing operations 404,490 494,525
Discontfinued operations - 87.741
Turnover 404,490 582,266
Other revenue
Continuing operutions
Exchunge guins, net 358 1,373
Rentul income from land and buildings under
operuting leuses, het of outyoinys 457 367
Interest income 3,538 209
Others 947 2,079
5,300 4,028
Discontinued operutions
Guin oh disposal of a subsidiary, het - 369
Interest income - 58
Others - 41
- 463
Totul revenue 409,790 586,757

MAJOR CUSTOMER

Duriny the yeur, the largest customer uccounted for upproximutely 29% (2000 - 25%) of the totul
sales of the Group.
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PROFIT (LOSS) FROM OPERATING ACTIVITIES

Profit (Loss) from operuting uctivities is determined ufter churging aund crediting the followiny:

After charyging:

Auditors’ remunerution
Depreciution:
- Owhed fixed ussets
- Leused fixed ussefts

Operating leuse rentals of lund and buildinys

Staff costs (including directors’ emoluments)

Exchungye losses, net

Provision aguinst inventories to reduce the
currying vulue to the lower of cost und
net redlisuble value

Loss on disposul of fixed ussets

Provision for impairment in value of
fixed ussets

Provision for impuirment in value of un
associute

Provision for bad und doubftful debts

Provision for group restructuring costs

Redunduncy und severunce puyments

After creditiny:

Exchanyge yguin, net

Guin oh disposul of short-term listed
investments

Dividend income from short-term listed
investments

Write buck of provision for
inventory obsolescence

Write buck of over-provision for depreciation

Interest income on bunk deposits

Rental income (less outgoings)

Write buck of provision for bud and
doubtful debts

Group

2001 2000
Continuiny Continuiny Discontinued
operutions operutions operutions
HK$ 000 HK$"000 HK$ 000
(Note 37) (Note 35)
700 650 -
44,595 54,247 13,391
3.378 3.392 3.143
47,973 57,639 16,534
6,088 7,502 1.811
57,826 71,667 5,977
- - 3l
- 43,569 -
1,849 22,752 -
- 5,000 -
843 = _
- 4,044 -
- 5,193 -
1,489 3.923 -
358 1,373 -
- 242 -
— 3 —
166 - -
5,452 - -
3,538 209 53
457 367 -
1,043 - -
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FINANCE COSTS

Group
2001 2000
Continuiny Continuiny Discontinued
operutions operations operutions
HK$ 000 HK$ 000 HK$ 000
(Note 37) (Note 35)
Interest on:
Bunk louns und overdrafts wholly
repuyuble within five years 26,173 32,201 2,448
Other loun wholly repuyuble within
five yedrs - 226 =
Convertible bonds 645 = =
Finance leuses 1,098 3.543 2,741
Totul finahce costs 27,916 35,970 5,189
Less: Interest capitalised in
construction-in-proyress (1,741 (2,743) =
26,175 33,227 5,189

DIRECTORS’ EMOLUMENTS

Directors’ remuneration disclosed pursuunt to the Rules Governing the Listing of Securities issued by
The Stock Exchunye of Hony Kony Limited und Section 161 of the Hong Kong Compunies Ordinunce
is us follows:

Group
2001 2000
HKS$000 HKS$’000
(Note 37)
Fees:
Non-executive directors 58 -
Independent hon-executive directors 367 42
425 42
Other emoluments
Executive directors:
Busic suluries, housing benefits, other dllowances
and benefits in kind 1,734 5,074
Contributions fo pehnsion scheme 8 =
2,167 5,116
The remunerution of the directors fell within the followihy bands:
Group
2001 2000
Number Number
Nil — HK$ 1,000,000 13 15
HK$1,000,001 - HKS$1,500,000 1 1
14 16

There were ho drrangements under which a director wuived or ugreed to wdive any remuneration
during the year.

e
b
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10.

11.

FIVE HIGHEST PAID EMPLOYEES

The five highest puid employees during the yeur included one (2000 - three) director, detuils of
whose remuneration are set out in hote 9 ubove. The detuils of the remunerdtion of the remuining
four (2000 - two) non-director, highest puid employees dare set out below:

Group

2001 2000
HKS$’000 HKS$’000
(Note 37)

Busic sularies, housing benefits, other ullowunces und
benefits in kind 4,597 2,203
Contributions fo pehsion scheme 11 =
4,608 2,203

The remuneration of the four (2000 - two) nhon-director, highest puid employees fell within the
followinyg bunds:

Group
2001 2000
Number Number
Nil - HK$ 1,000,000 2 1
HK$1,000,001 - HK$ 1,500,000 2 1
4 2
TAXATION
Group
2001 2000
Continuiny Continuiny Discontinued
operutions operutions operutions
HK$ 000 HK$ 000 HK$ 000
(Note 37) (Note 35)
Group:
Hony Kony
- Write-buck of over-provision in prior year 27) = =
Mdainland Chinu
— Current yeur provision 659 - 759
— Under-provision in prior year 470 = =
Deferred tux (Note 24) (1,000) (448) -
Share of tux credit uttributable to
un ussociute - Q) =
Tux churyge (credit) for the year 102 (449 759

Taxes on overseus profits have been cualculuted onh the estimuted ussessuble profit for the yeur at
the rates prevdiling in the respective jurisdictions.

The Group’s subsidiary reyistered in Mainlund Chinu is exempted from income tux for two yeurs
starting from the first profit-making year of operations ufter offsetting prior losses and is enfitled to u
50% relief from income tux for the followiny three years. During the yeur, Muinland Chihu income
fux hus been provided ut u reduced rute of 7.5% (2000 - 7.5%) on the estimuted ussessuble profits
ygeneruted by Muinlund Chinu subsidiary.
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NET PROFIT (LOSS) FROM ORDINARY ACTIVITIES ATTRIBUTABLE TO SHAREHOLDERS

The net profit from ordinuary uctivities attributable to shareholders deult with in the finunciual
statements of the Compuny is HK$3,916,000 (2000 - loss of HK$118,537,000).

BASIC EARNINGS (LOSS) PER SHARE

The culculution of the busic earnings (loss) per share is bused on the net profit (loss) from ordinary
uctivities uttributuble to shareholders for the yeur ended 31st Murch, 2001 of HK$5,681,000 (2000 -
loss of HK$118,536,000), und the weighted daverage of 508,149,560 (2000 - 434,366,720) ordinary

shares in issue during the yeuar.

DILUTED EARNINGS PER SHARE

The culculation of diluted edrnings per share wus based on udjusted consoliduted net profit of
upproximately HKS$6,243,000 (2000 - loss of HK$118,536,000) onh the ussumption that dll convertible
bonds were converted onh the dute of issue on 15th December, 2000 und on the weighted uveruye
number of 635,855,755 shares (2000 — 434,366,720 shures) deemed to have been in issue during the
yeur. The culculution did not tfuke info uccount the outstanding shure options because the effect
of the dilution urising from the exercise of share options outstunding during the yeur would be anti-
dilutive.

The reconciliaution of the humber of ordinary shares is us follows:

Group
2001 2000
(Note 37)
Weighted average number of ordinary shares used in
culculuting busic eurnings (loss) per share 508,149,560 434,366,720

Deemed issue of ordinury shares ut ho considerution 127,706,195 =

Weighted average number of ordinary shares used in
culculating diluted earnings (loss) per share 635,855,755 434,366,720
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15. FIXED ASSETS

Group
2001 2000
Furniture,
fixtures,
Leusehold  Leusehold office and
landund  improve-  Pluntund - computer Motor Construction-
buildings ments  machinery equipment  vehicles Moulds  in-progress Totul Totul
HKS'000  HK$'000  HKS'000  HKS'000  HKS'000  HKS'000  HKS$'000  HKS'000  HKS'000
(Note 37)
Cost
Beginning of yeur 309,210 15,404 82,786 34,182 14,720 126,201 26079 606,582 667,973
Ad(ditions 972 40 8,340 1,868 716 4,563 7192 24,341 30,365
Disposuls (3,350) - (1,360) (1,429) (649) (186) - (6874)  (76,756)
Reclussificution 20,215 4,749 - - - 4573 (29.537) = =
Provision for impuirment
in value - - - - - - - - (5,000)
End of year 327,047 20,193 89,766 34,621 14,947 134,141 3334 624,049 606,582
Accumuluted depreciation
Beginning of yeur 19,162 6,693 64,633 21,290 9,541 68,01 - 189,200 182,802
Depreciation for the yeur 5964 3,086 6,791 4,741 2495 19,444 - 42,51 57,639
Disposuls (2,043) - (790) (370) (625) 1) - (3819)  (51,181)
Reclussification (1,091) 1,091 - - - - - - -
End of yeur 21,982 10,770 70,634 26,661 11,511 87,404 - 221962 189,260
Net book value
End of yeur 305,065 9423 19,132 8960 3436 46,737 3334 396,087 417,322
Beginning of year 290,058 8,811 18,183 12,892 5179 57,150 26019 417,322 475,171

The Group’s leusehold lund und buildinys ure unulysed us follows:

2001 2000
HKS$000 HKS$ 000
(Note 37)

Under medium fterm leuses:
Hony Kony 29,801 33.304
Overseus 275,264 275,906
305,065 309,210

The Group’s construction-in-progress is dll situated outside Hony Kony under medium term leuses.
As at 31st March, 2001, leusehold lund und buildings included cupitulised interest of HK$1,741,000
(2000 - HK$2,743,000).

Certuin of the Group’s leusehold lund und buildings, with u net book value of HK$91,151,000 ure
pledyged ugainst secured bank loans of upproximately HK$39.1 million (2000 — HK$39.1 million).

The net book value of the fixed ussets held under finance leuses included in plant and machinery
of the Group ut 31st March, 2001 umounted to HK$6,825,000 (2000 - HK$10,534,000).
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NOTES TO FINANCIAL STATEMENTS

31st Murch, 2001

INTERESTS IN SUBSIDIARIES

Company
2001 2000
HKS$000 HKS$’000
(Note 37)

Unlisted shures, ut cost 158,598 158,598
Due from subsidiaries 586,578 426,690
Due to subsidiaries (63,270) (62,233)

691,906 523,055
Less: Provisions for impuirment in value (293.834) (293,834)

398,072 229,221

The balunces with subsidiaries are unsecured, interest-free und with no fixed repauyment tferms.

The directors ure of the opinion that the underlying value of the subsidiaries was hot less than the
currying umount of the subsidiaries as at 31st March, 2001,

Purticulars of the Group’s principul subsidiaries ut 31st March, 2001 ure set out in Note 34 to the
financiul stutements.

INTEREST IN AN ASSOCIATE

Group
2001 2000
HK$ 000 HK$ 000
(Note 37)
Share of net ussets 1,041 1,371
Due from un ussociute 844 962
Provision for impuirment in value (843) -
1,042 2,583

The umount due from the associdate is unsecured, inferest-free and with no fixed repuyment terms.

The Group holds 40% of the issued share capital of Techable Industrial Limited ("TIL"), a compuny
incorporuted in Hony Kohy und enyguyged in the munufucturing and frading of metal products.

TRADE AND BILLS RECEIVABLES

Anualysis of uyging of frude und bills receivubles of the Group is us follows:

Group
2001 2000
HKS$ 000 HKS$000
(Note 37)
Less than 3 months 63,932 59,749
3 months to 6 months 6,557 6,128
6 months to 1 yeur 4,318 2,601
More than 1 year 7,119 7,132
81,926 75,610
Less: Provision for bud und doubtful debts 9.,137) (12,420)
72,789 63,190

Sules to overseus customers ure largely settled on open uccount, where the instruction of puyment
is executed ufter 30 or 60 duys.

-
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19. INVENTORIES

Group
2001 2000
HK$000 HK$ 000
(Note 37)
Raw materiuls 24,448 70,378
Work in progress 12,309 17,633
Finished goods 37,143 50,534
73,900 138,545
Less: Provision for inventory obsolescence (24,878) (65,680)
49,022 72,865
20. BANK LOANS, OVERDRAFTS AND OTHER LOANS
Group Compuany
2001 2000 2001 2000
HK$000 HK$ 000 HK$ 000 HK$ 000
(Note 37) (Note 37)
Bunk overdrufts repayauble within
one yedr or on demund - 41,111 = 8
Bunk and import louns repuyuble
Withih one yeur or on demaund 85,659 324,223 22,000 117,764
In the second yeur 24,431 - 22,000 =
In the third to fifth yeurs, inclusive 65,641 - 65,641 =
175,631 324,223 109,641 117.764
175,631 365,334 109,641 117.772
Portion claussified in current liubilities (85,559) (365,334) (22,000) 117.772)
Lony-term portion 90.072 - 87,641 =
Anulysed us follows:
Bunk overdrufts
Secured - 41,024 = =
Unsecured - 87 = 8
- 41,111 - 8
Bunk and import louns:
Secured 175,631 324,223 109,641 117,764
Unsecured = = = =
175,631 324,223 109,641 117.764
175,631 365,334 109,641 117.772
- B
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TRADE PAYABLES

Andadlysis of uging of trade puydbles of the Group is as follows:

Group
2001 2000
HK$ 000 HK$ 000
(Note 37)
Less than 3 months 18,218 25,679
3 months to 6 months 1,989 12,343
6 months to 1 yeur 224 11,425
More than 1 year 1,391 5,495
21,822 54,942

Puyment terms with suppliers runge from cush on delivery to u credit period of 30 to 60 duys.

ADDITIONAL FINANCIAL INFORMATION ON BALANCE SHEET

As at 31st Murch, 2001, the het current ussets of the Group umounted to upproximutely HK$25,917,000
(2000 - net current liubilities of upproximately HK$264,403,000). On the sume dute, the total ussets
less current liubilities wus upproximutely HK$423,046,000 (2000 — HK$155,252,000).

FINANCE LEASE OBLIGATIONS

Group
2001 2000
HK$ 000 HK$ 000
(Note 37)
Amounts puyuble:
Within one yeur 4,983 4,754
In the second yeur 4,116 4,490
In the third to fifth years, inclusive - 4,116
Total minimum findnce leuse puyments 9.099 13,360
Future finunce churges (885) (1,912)
Totul net finunce leuse obligutions 8,214 11,448
Portion classified in current liabilities 4,311) (3.676)
Lony-term portion 3.903 7,772
DEFERRED TAX
Group
2001 2000
HK$ 000 HK$ 000
(Note 37)
Beyinniny of yeur 1,834 2,282
Reversal of net timing differences (Note 11) (1,000) (448)
End of year 834 1,834

Deferred tux liabilities of the Group represented the tuxation effect of the timing differences arising
from uccelerated depreciution dllowunces. No deferred tux usset hus been recoynised in respect
of the potentiul tux benefits reluting to the tux losses.

As ut 31st Murch, 2001, the Group und the Compuny had no other significunt unprovided deferred tux.

i
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25.

26.

CONVERTIBLE BONDS

Group und Compuny
2001 2000
HK$ 000 HK$ 000
(Note 37)
Zero CB:
Issued during the year 116.873 =
Converted during the year (86,873) =
End of year 30,000 =
4% CB:
Issued durinyg the yeur und ut end of yeur 57.127 =
87,127 -

Pursuunt to the Debt Restructuring Deed duted 10th November, 2000, HK$116,873,344 Zero CB und
HK$57,126,656 4% CB were issued by the Compuny. The Zero CB und 4% CB were issued ut their
principul umounts und beur interest ut 0% und 4% per unhum respectively. The Compuny muy af
uny time, redeem dll or purt of the Zero CB und/or 4% CB ut their principul umounts together with
all inferest outstanding before 15th December, 2005. The Zero CB und 4% CB dre uhconditionally
und irrevocubly guaranteed by the Company and the Group.

Subject to the rights of redemption by the Compuny, the Zero CB und 4% CB ure convertible into
fully puid ordinury shures of HK10 cents euch of the Compuny ut the option of the holder ut u
conversion price of HK20 cents per share ut uny time on or before 15th December, 2005.

The conversion price will be subject fo adjustment upon the occurrence of certuin events us
defined in the uyreement pertaining to the issuance of the Zero CB und 4% CB.

Pursuant to the Share Sale in Junuary 2001, 434,366,720 ordinary shares of par value HK10 cents
educh of the Compuny were issued upon the conversion of the Zero CB with u principul value of
upproximutely HKS$86,873,000 by certuin bondholders ut u conversion price of HK20 cents per shure
(Notes 4 und 26). As u result of the Share Sdle, the umounts of shure cupital und share premium
increused by HK$43,436,672 euch.

SHARE CAPITAL

Group
2001 2000
HK$ 000 HK$ 000
(Note 37)
Authorised:
4,000,000,000 (2000 - 4,000,000,000) ordinury
shares of HKS0.10 euch 400,000 400,000
Issued und fully puid:
868,733,440 (2000 — 434,366,720) ordinury shares of
HK$0.10 euch 86,873 43,437

In January 2001, 434,366,720 new ordindry shares of par value HKS0.1 euch were issued by the
Compuny us a result of the Share Sale (Notes 4 und 25).
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28.

SHARE OPTION SCHEME

Pursuant to the share option scheme of the Compuny adopted on 20th September, 1995, the
Compuny muy grunt options to employees und directors of uny compuny in the Group o subscribe
for its shares subject to certuin terms und conditions. The mauximum number of shares in respect of
which options may be grunted shall not exceed 10% of the issued shure cupitul of the Compuny

from time to time.

NOTES TO FINANCIAL STATEMENTS

31st Murch, 2001

As ut the bulunce sheet dute, the Compuny hud the following outstunding share options pursuunt
to the ubove shure option scheme:

Date of grant of
share options

Number of share
options outstanding

At 31st March, 2001

7th October, 1996

1,000,000

Subscription
price per share

At 31st March, 2000

1,000,000

HK$1.68

Durinyg the yeur, ho shure options were exercised or lupsed.

RESERVES

Exercise period

7th October, 1996 -
6th October, 2001

Movement of reserves of the Group und the Compahny during the year was as follows:

Group

Beyinning of yeur

Exchunye differences urising
on consolidation

Share Sule (Notes 4 und 26)
Net profit (loss) for the yeur
End of year

The Compuny und subsidiaries

Associute

Company

Beyinning of yeur
Share Sule (Notes 4 und 26)
Net profit (loss) for the year

End of year

2001 2000
Cupitdl Exchunge
Share  redemption  fluctuation  Contributed Accumulated
premium reserve reserve surplus losses Totdl Totdl
HK$*000 HK$*000 HK$*000 HK$*000 HK$*000 HK$*000 HK$*000
238,612 1,265 139 3l (137,784) 102,283 220,824
= = = = = = )
43,437 - - - - 43,437 -
- - - - 5,681 5,681 (118,536)
282,049 1,265 139 5] (132,103) 151,401 102,283
282,049 1,265 139 5] (132,779) 150,725 101,277
- - - - 676 676 1,006
282,049 1,265 139 51 (132,103) 151,401 102,283
2001 2000
Capital

Share  redempfion  Confributed Accumulated
premium reserve surplus losses Totul Totul
HK$*000 HK$*000 HK$’000 HK$’000 HK$’000 HK$*000
238,612 1,265 158,398 (295,992) 102,283 220,820
43,437 - - - 43,437 -
- - - 3,916 3,916 (118,537)
282,049 1,265 168,398 (292,076) 149,636 102,283

kL
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28.

29.

RESERVES (continued)

The luws aund regulations of Mainland China require wholly foreign-owned enterprises in Muainland
Chihu ("WFOE") to provide for certuin statutory reserves humely generdl reserve, entferprise expunsion
fund and staff welfare und bonus fund which dare gppropriated from net profit us reported in the
stututory accounts.

The Group’s subsidiury in Muinlund Chinu, which is o WFOE, is required to ullocute ut leust 10% of its
ufter-tux profit to the yenerul reserve until the reserve hus reached 50% of its reyistered cupitul. The
genherul reserve cun only be used, upon upprovul by the relevant authority, to offset accumulated
losses or increuse cupitul. The enterprise expunsion fund can only be used to increuse cupital upon
approvul by the relevunt authority. The stuff welfure und bonus fund cun only be used for the
welfare of the employees of the subsidiary in Mainland China. Appropriation to the enterprise
expunsion fund und stuff welfare and bohnus fund is ut the discretion of the Bourd of Directors of
the subsidiary in Mainland China.

During the year, the Group’s subsidiary in Mainland Chinu did hot appropriate tfo the statutory
reserves becdause it did hot have net profit for the yeur.

The contributed surplus of the Group represents the difference between the hominal value of the
uygreyute shure cupitul of the subsidiuries ut the dute on which they were ucyuired by the Group
und the nhominul value of the Compuny’s shares issued us considerution for the acqyuisition us uf
the dute of the Group reorgunisution in 1995,

Under the Compuanies Act 1981 of Bermudu (us umended), the confributed surplus of the Company
is avuiluble for distribution. However, the Compuny cannot declare or pay u dividend or make
distribution out of the conftributed surplus, if:

(a) itis, or would uffer the payment be, unable to puy its liabilities us they become due; or

(b)  the reulisuble vulue of its ussets would thereby be less thun the aggregate of its liabilities and
its issued share cupital and share premium auccount.

NOTES TO THE CONSOLIDATED CASH FLOW STATEMENT

(a) Reconciliation of profit (loss) from operating activities to net cash inflow from operating

activities
Group
2001 2000
HK$ 000 HK$ 000
(Note 37)
Profit (Loss) from operuting uctivities 2,302 (79.,920)
Interest income (3.538) (209)
Write buck of provision for inventory obsolescence (166 -
Provision aguinst inventories to reduce the
currying vulue to the lower of cost und
net reulisuble vulue - 43,569
Provision for bud and doubtful debts - 4,044
Write buck of provision for bud and
doubtful debts (1,043) =
Provision for diminution in value of fixed ussets - 5,000
Provision for impuirment in vulue of un ussociute 843 =
Depreciution of fixed ussets 42,521 57,639
Guin oh disposul of short-term listed investments - (242)
Loss on disposul of fixed ussets 1,849 22,752
Dividend income from short-term listed investments - (3
Guin on disposal of a subsidiary - (5,634
Decreuse (Increuse) in trude und bills receivuble,
prepuyments, deposits und other receivubles 11,040 (11,100
Decreuse in inventories 24,009 33.779
Decreuse (Increuse) in umount due from
un associate 118 (258)
(Decreuse) Increuse in frude puyubles,
other payubles und accruuls (39,670) 493
Increuse in lony-term puyuble 2,836 =
Net cush inflow from operuting uctivities 41,101 69,910
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29. NOTES TO THE CONSOLIDATED CASH FLOW STATEMENT (continued)

(b) Analysis of changes in financing during the year:

2001 2000
Share
cupital Bunk louns
and share Finunce leuse and other  Convertible
premium puydble  borrowings bonds Totul Totul
HK$*000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000
Beginning of year 282,049 11,448 211,762 - 506,259 503,012
Reclussificution of bank
overdrufts und import
louns from cush
eyuivalents (i) - - 163,572 - 163,572 =
Accrued interest expense(i) - - 22,285 - 22,285 =
Guin on forgiveness of
debt (Note 4.b.i) = = (30,060) = (30,060) =
Issue of Zero CB (Note 4.b.ii) - - (116,873) 116,873 - -
Issue of 4% CB (Nofe 4.b.iii) - - (567,127) 57,127 - -
Share Sule (Notes 4 and 26) 86,873 - - (86,873) - -
Inception of finunce
leuse contracts - 775 - = 775 =
Net cush outflow from
finuncing - (4,009) (7,928) = (11,937) (1,655)
End of year 368,922 8214 175,631 87,127 639,894 501,357

0] The uccrued interest expehnse of HK$22,285,000 und bunk overdrafts and import loans
of HKS$153,572,000 formed purt of the residuul indebtedness of the Group of
HK$337,041,000 us described in Note 4(b).

(¢) Major non-cash transactions:
0) During the year, the Group entered info finance leuse arrahgements in respect of fixed
ussefs with a total capital value at the inception of the leuses of HK$775,000 (2000 —
Nil).

(i) On 10th November, 2000, the Group entered into g leygully binding DRD with the Bank
Group to restructure the outstunding bunk indebtedness of the Group, detuils of which
are set out in Note 4. The debt restructuring resulted in the conversion of certuin
umounts of indebtedness info Zero CB, 4% CB und shures of the Compuny as described
in Note 4.

30. CONTINGENT LIABILITIES

As ut 31st Murch, 2001, the Compuny had ygiven gudaruntees fo bunks in connection with facilities
grunted to its subsidiuries.

—
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31.

32.

33.

COMMITMENTS

(a) Capital commitments

Group
2001 2000
HKS$000 HKS$’000
(Note 37)
Authorised und contructed for:
Purchuses of land and buildings,
und plunt und muchinery 825 2,941
Authorised but nhot contructed for:
Purchuses of plant and muchinery 1,761 =
2,586 2,941

The Compuny hud no cupital commitments at 31st March, 2001 (2000 - Nil).

(b) Operating commitments
Operuting leuse commitments ut 31st Murch, 2001 umounted to HK$4.7 million (2000 — HK$8.5
million) of which HK$3,793,000 (2000 - HKS$4,464,000) is puyuble within the next twelve months.
The amount payuble within the next twelve months, unalysed according to the period in
which the leuse expires, is us follows:

Group
2001 2000
HK$’000 HK$ 000
(Note 37)

Lund und buildings expiriny:

Within onhe yeur 2,159 555
In the second to fifth yeuars, inclusive 1,634 3.909
3.793 4,464

The Compuny did not huve any significunt leuse commitments at 31st March, 2001 (2000 -
Nil).

BANKING FACILITIES

As ut 31st Murch, 2001, the Group had ugyreyute bunking fucilities of upproximutely HK$40,000,000
(2000 - HK$20,000,000) for overdrufts und export trude finuncing. Unused fucilities us at the sume
dute umounted to upproximately HK$19,900,000 (2000 - HK$16,500,000). These fucilities were secured
by the followiny:

(a) Corporute guuruntees given by the Compuny together with its three wholly-owned subsidiuries
in favour of u bunk for genheral banking facilities granted to the Group;

(b) Restricted bunk deposits of upproximately HKS41,029,000 (2000 - HK$40,156,000) held by the
security agent of the Bank Group. The Group is restricted from using these bank deposits
uhless prior upproval is obtained from the Bank Group. The deposits earn interest at 4.9% —
6.5% per unnum and the inferest earned thereon is hot subject to restriction.

PENSION SCHEME ARRANGEMENTS

Since 1st December, 2000, the Group hus urranged for its employees in Hony Kony to join the
Mundatory Provident Fund Scheme (the "MPF Scheme”). The MPF Scheme wus infroduced pursuunt
tfo the Mundutory Provident Fund leyislution infroduced during the year. Under the MPF Scheme,
the Group und euch of the employees muke monthly contributions to the scheme ut 5% of the
employees’ earnings us defined under the Mandutory Provident Fund legislation. Both the employer’s
und the employees’ confributions are subject to u cup of monthly eurnings of HK$20,000. For those
employees with monthly earnings less than HK$4,000, the employees’ confributions are voluntary.,

During the yeur, the uyyregyute umount of employer’s contribution mude by the Group to the MPF
Scheme wus upproximutely HK$182,000.
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PARTICULARS OF PRINCIPAL SUBSIDIARIES

Detdils of the Compuany’s principal subsidiaries as at 31st March, 2001 were us follows:

Name
Directly held

Muagiciun Investments
(BVI) Limited

Treasure Trend Development
Limited

Indirectly held

Diyon Development Limited

Magicyrund Development
Limited

Mugiciun Industrial Compuny
Limited

Jindu Plustic Metul Products
(Shenzhen) Co. Ltd.

More Concept Limited

Nicole (China) Company
Limited

Grundmute Industrial
Compuny Limited

Hopewdard Holdings
Limited

Falton Investment Limited

Fore-Tech Mouldiny

Enygineering Compuny
Limited

Place of
incorporation/
registration

British Virgin
Islunds

British Virgin
Islunds

Hohy Konhy

British Virgin
Islands

Hohy Konhy

People’s
Republic
of Chinu

Hohy Konhy

Hohy Kony

Hony Kony

British Virgin
Islunds

Hohy Konhy

Hohy Konhy

Nominal value of
issued ordinary
share/registered
capital

US$6 ordinary

USS$1 ordinary

HK$3 ordinary

US$1 ordinary

HK$5 ordinary

HK$180,000,000
reyistered cupitul

HK$3 ordinary

HK$2 ordinary

HK$251,000
ordinary

US$1 ordinary

HK$2 ordinary

HK$9,999 ordinary

Percentage of
equity attributable
to the Company

100%

100%

100%

100%

100%

100%

100%

100%

100%

100%

100%

67%

31st Murch, 2001

Principal activities

Investment holdinyg

Investment holdinyg

Purchusing of paper,
plastic und metdl
materials and
products

Truding of
plastic and
metal products

Muarketing und trading
of plastic and
metal products

Manufacturing und
frading of plustic
and metal products

Muarketing und trading
of plastic and
metal products

Muarketing und trading
of plastic and
metal products

Muarketing und trading
of plastic and
metal products

Property holding

Property holding

Dormunt

Except for Magicygrand Development Limited and Jindu Plustic Metal Products (Shenzhen) Co. Ltd.,

dll of the ubove subsidiuries principully operaute in Hony Kony.

The above table lists the subsidiaries of the Compuny which, in the opinion of the directors, principally
uffected the results of the yeur or formed d substantial porfion of het ussets of the Group. To yive
detuils of other subsidiaries would, in the opinion of the directors, result in purticulars of excessive

lenygth.
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35.

36.

DISCONTINUED OPERATIONS IN 2000

On 1st September, 1999, the Group entered into u conditionul ugreement with an independent
third party in relation to the disposul of Great Eust Packaging Holdings Limited and its subsidiaries
(collectively referred to us the “GEP Group”) for cush consideration of HK$50,000,000. The principal
uctivities of the GEP Group consisted of the munufacturing and trading of plustic puckuyinyg
mauteridls und reluted products in Mainlund Chinu. The fransuction wus duly completed on 30th
November, 1999. The results of operations of the GEP Group prior to its disposul are presented us
“Discontinued operations” in the compurative umounts us shown in the financial statements.

As further described in Note 37, there were uncertainties relating to the financial information of the
discontinued operutions uffecting the consoliduted finunciul stutements for the yeur ended 31st
March, 2000. However, these uncertuinties do hot uffect the current year’s financial position or
results.

INVESTIGATION OF POSSIBLE MISFEASANCE

A bourd committee (the "Review Committee”) wus set up on 31st July, 2000, comprising three
independent hoh-executive directors of the Company, fo consider certain matters of dlleged
misfeusance (the “Muatters”) reluting fo the management and administration of the Group.

On 17th December, 1999, the directors received u report (the “"Report”) prepured by u law firm
acting on behalf of the three institutional shareholders of the Company (the “Institutional
Shureholders”) then beneficidlly holding upproximately 24.6%, 6.9% und 7.9%, respectively, of the
Compuny’s shares. According to the Report, the Matters were dlleged to have beeh perpetfrated
by various employees within the Group including certain former senior munuagement, and existing
und former executive directors, and were churacterised us follows:

(a) The Letter of Credit Trunsuctions

(b) The Windsor Trudiny Trunsuctions

(¢) The Revon Trunsuctions

(d) The Greut Eust Trunsuctions

(e) Use of Corporute Credit Cards and Corporate Expenses
f) The Write-Off/Dowh of Certuin Debts/Assets

On 23rd December, 1999, u writ waus issued in the High Court of the Hohy Kony Speciul Administrative
Reyion by the Institutionul Shareholders uguinst five executive directors of the Compuny (collectively
referred to us the “Defendunts”), und the Compuny. Pursuunt fo the writ, the Defendunts were
beiny sued for dumugyes for the ulleged breuch of fiduciary duty, hegligence und breuch of frust.
In addition, out of the Defendunts, fwo executive directors were further claimed aguinst for fraud.
On 12th Junuary, 2000, u settlement agreement was reached umonyst each of the Defendanfts
und the Institutionul Shureholders, whereby the Institutionul Shareholders ugreed to irrevocubly
releuse und dischurygye the Defendunts from uny und dll of the cluims und potentiul cluims uguinst
any and dll of the Defendunts urising out of or in connection with the Matters or substuntidglly the
sume mutters referred to inh the Report. As u result of the settlement agreement, un order wus
maude by the High Court on the sume duy thut the leyul proceedings in the High Court initiuted by
the writ had been discontinued. Four out of the five Defendunts resighed us executive directors of
the Compuny on 12th Junhuary, 2000.

The Review Committee subseyuently uppointed un independent firm of certified public auccountunts
other thun Arthur Andersen & Co (the “Investiguting Auditors”) to undertuke un independent
investigation info und report on eauch of the Matters and the related ullegutions made in the
Report.

In eurly October 2000, the Investiguting Auditors submitted their investigution report to the Review
Committee. After reviews and discussions, the Review Committee adopted the Investigating Auditors’
conclusion und recommendutions. Bused on the findings us set out in the investigution report and
thuat of the Review Committee, the directors considered that most of the Mutters have no significant
impact on the prior year’s finunciul statements as previously reported.
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INVESTIGATION OF POSSIBLE MISFEASANCE (continued)

However, the Investigating Auditors concluded that they could hot obtain explanations of ueries
raised cohcerhing the “Letter of Credit Transactions” when findlising the Investigution Report.
Furthermore, the Review Committee uccepted the results of the Investiguting Auditors thut the
dllegyutions regurding certuin of the existing und former executive directors in the *Windsor Trading
Transactions” prima fucie could hot be proven. For the yeur ended 31st Murch, 2000, the Group
purchused goods from Windsor worth approximately HK$26,000,000.

Notwithstunding their own additionul efforts, the directfors aure unable to determine whether the
classification of the costs of fransactions in the 2000 income statement is appropriate and the
extent of uny udditionul disclosure that may be required in respect of the nuture und umounts
involved through the use of invoice financing und letters of credit; and whether any additional
disclosures of related purty transactions may be required in the financial statements in respect of
the “Windsor Truding Trunsuctions”. In uny event, the Review Committee recommended the directors
to implement various infernal control Medsures sugyested by the Investigating Auditors.

Each of the Muftters und the dllegutions in the Report, fogether with the results of the investigation
undertaken by the Investigating Auditors were ahnounced by the Company on 19th October, 2000
and extracts of the unnouncement ure set out below.

(a) The Letter of Credit Transactions
The Report dlleged that, in order to euse the Group’s cush flow problems, certdin existing
and former executive directors were awdare of und, indeed, instiguted fraudulent letters of
credit ("L/C") transuctions where, in fact, ho goods were to be supplied or the price purported
to be puid for the goods wus substauntially in excess of the reul purchuse price.

The Investiguting Auditors concluded thut they could nhot obtuin responses to their queries
nor did they have sufficient evidence to substuntiute the ullegyations.

(b) The Windsor Trading Transactions
The Report ulleged thut the purchuses from Windsor Truding Limited ("Windsor”), which wus
formerly the sole sourcing agent of certuin materials of the Group, were undisclosed
conhnhected trunsuctions for the Compuny since certuin existing und/or former executive
directors were beneficidlly interested in Windsor. In addition, the price puid by the Group for
goods purchused from Windsor wus excessive such that it may be reasonubly inferred that
secret profits were mude by the existing aund/or former executive directors through Windsor.

The Investiguting Auditors concluded thut the dllegyution that the existing uand/or former
executive directors were beneficiully interested in Windsor could not be substuntiuted. The
Compuny hus obtauined a written declaration from the directors concerned that neither they
nor their ussociates had any direct or indirect interest in Windsor.

The Investiguting Auditors also concluded thut they could not substuntiute the ullegutions
that the price puid by the Group for yoods purchused from Windsor (whether ucting us
sourcinyg ugent of the Group or us supplier itself) wus excessive und thut secret profits were
maude by the existing and/or former executive directors through Windsor.

(¢) The Revon Transactions
The Report dlleged that certuin key members of stuff of the Group set up Revon Infernutionul
Limited ("Revon”) for the purposes of muking secret profits.

The Investiguting Auditors found that neither the shareholders hor the directors of Revon
were stuff of the Group. Consequently, the aforesuid allegations could not be substantiated.
The Compuny has obtained a written declaration from the directors concerned that heither
they nor their ussociutes had uny direct or indirect interest in Revon.

(d) The Great East Transactions

The Report dlleged that Great Eust Packaging Holdings Limited ("GEP”), u former 54% ownhed
subsidiury of the Group, puid HK$4.5 million consultunts fees in tfotul to u senior munugement
personnel (the “Senior Personnel”) of GEP and Mux Motion Limited (*Mux”), which was
beneficiully owned by the Senior Personnel, upoh the request of an existing executive director.
In addition, Mux in turh paid HKS1.5 million out of the uforesaid consultants fees it had
received (fotalling HK$3.5 million) to the existing executive director for him to settle his personal
liguidity problem.
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INVESTIGATION OF POSSIBLE MISFEASANCE (continued)

(d)

(e)

)

The Great East Transactions (continued)

It wus found by the Investiguting Auditors that Max was o compuhny incorporated in the
British Virgin Islands with only onhe bedarer share in issue, and that its director was hot the
Senior Personnel. However, the Investiguting Auditors could not verify whether Max wus
beneficidlly ownhed by the Senior Personnel who is ho longer with the Group us u result of the
disposul of GEP by the Compuny in November 1999. The Compuhny has obtained u written
declaration from the existing executive director that neither he nor his ussociutes have uny
direct or indirect interest in Mux unhd heither he nor his ussociutes have received the
aforementioned HKS$1.5 million us dlleged in the Report.

The Review Committee took into consideration that GEP had dlready been sold by the Group
in November 1999 und the daforesuid incident no lohger hus auny bearing on the financial
stutements of the Group.

Use of Corporate Credit Cards and Corporate Expenses

The Report dulleged that during the yeur ended 31st Murch, 1999, fwo former directors und an
existing director charged HK$1.7 million to their corporate credit cards and HKS$1.65 million in
purported business expenses to the Group. These directors were suspected to have misused
corporute funds to settle personul expenses.

The Investigating Auditors found that corporate credit card expehnses incurred by these
directors for the year ended 31st March, 1999 were only HK$143,279. These directors dlso
churged to the Group their personul credit curd expenses umounting to HKS$1,468,715. In
fotal, the credit curd expehses churged by these directors fo the Group umounted to
HKS$1,611,994, which wus substuntially less than the HK$3.35 million (i.e. HK$1.7 million corporute
credit curd expehses plus HKS1.65 million in purported business expehnses) dllegyed in the
Report.

In response to the enyuiries mude by the Investigauting Auditors, these directors confirmed
that, except for an amount of HK$9,674, dll the umounts cluimed during the period under
investigution were incurred in the ordinary course of business for the sole benefit of the
Group. However, no records showiny the reusons for incurring such expenses have been kept
by them. The Review Committee cohsidered thut the balance of the expenses cluimed by
these directors represented u reusonuble level of business expenses us compared to the
turnover of the Group umounting to upproximately HK$1,090 million for the period under
review from April 1998 to December 1999. The directors concurred with the view of the
Review Committee und un existing executive director hus undertuken fo reimburse the
Compuny for the HK$9,674 overpuid.

The Write-Off/Down of Certain Debts/Assets

The Report ulleyed that the net usset vulue of the Group wus urtificidlly influted by fraudulently
overstuting the receivubles of the Group. Specificully, for the yeur ended 31st March, 1999,
there were write-offs of certdin sighificant debts und write-dowhs of ussets totullinyg
approximately HKS$7.1 million which should have taken place in earlier years.

It was found by the Investigating Auditors that the het impact of the transactions as mentioned
in the Report on the Group’s het usset value was not HKS7.1 million, but HK$5.5 million, beiny
HK$3 million for the year ended 31st March, 1998 and HKS$2.5 million for the year ended 31st
March, 1999. The overstutements only represented 0.6% und 0.9% of the net usset vulue of
the Group us utf the respective finunciul yeur ends. In view of the insighificunt amount involved,
the dllegution that such overstatements were mude for the purpose of distorting the overduill
financiul position of the Group wus considered unfounded.
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COMPARATIVE FIGURES

Certuin of the 2000 compurutive figures have been reclussified fo conform to the current year’s
presentution.

The finaunciul stutements us ut and for the yeur ended 31st March, 2000 were auudited und reported
on by certified public uccountunts other than Arthur Andersen & Co, whose report duted 31st
October, 2000 wus yudlified in respect of possible material misclassificautions of the consolidated
financial stautements due to scope limitations on the investigation of possible misfeusunce (us
described in Note 36 ubove) und on the finuncial information for the discontinued operations (us
described in Note 35 above), detdils of which dare shown in the Group’s 2000 Ahhual Report. As G
result, there ure possible misclussifications of the 2000 compurutive umounts us showh in the
conhsoliduted finunciul statements. No udjustments have been mude in the current yeur in respect
of the 2000 compurutive figures which ure stuted ut their previously reported umounts.




