Chairman’s Statement

RESULTS

The fiscal year of 2000/2001 was a difficult year for the
Group. Since its listing in 1998, the Group experienced a
loss for the first time. The net loss attributable to the
shareholders for the year was HK$279,335,000 which
arose mainly from the decline in profit margins and
provisions made for trade receivable and inventories
resulted from over-expansion of trading business in the
first half of the year.

BUSINESS REVIEW

In early 2000, the Group raised HK$12 million by the
allotment of its share for the purpose of developing a
business to business e-commerce toys platform. It was
anticipated that the internet business would provide good
prospects and profitability to the Group and the Group
has therefore put huge efforts into the establishment of a
portal — toysmatch.com operated by Toysmatch.com
Limited. In order to attract more interested parties,
especially of those from the toys industry, to register as
member of toysmatch.com, the Group attempted to
enhance its market recognition and reputation within the
toys industry by broadening its market share. At that time,
the Group believed that this objective could be achieved
by certain marketing strategies, namely: by lowering the
profit margin to increase the competitiveness of our toys
products; by setting up another business stream as of a
toys trader on top of a toys manufacturer; and by entering
into business activities with other toys suppliers in other
areas of the PRC — Chao Zhou.
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New Business Stream as a Toys Trader

To establish itself as a toys trader, the Group entered
into trading activities including the sourcing of
semi-finished or finished toys products such as
stuffed toys, bicycles, tricycles, scooters etc. from
various suppliers, repacking them under our own
brand name and reselling them to wholesalers. The
Group had granted credit terms to certain
customers, including 3 major PRC customers who
were granted particularly favourable terms. They
all started their business relationship with the Group
since April 2000. Payments have never been made
by any of the 3 debtors which amounted to a total
of approximately HK$115,891,000 as at 30
September 2000 and a total of approximately
HK$117,382,000 as at 31 October 2000. Upon the
Group’s attempts to collect the outstanding debts
from the 3 major PRC debtors, it was found that
they had all disappeared and could no longer be
located. This inadvertently exposed the Group into
a serious financial difficulty.
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(b) Business Activities with other Toys Suppliers

The Group attempted to enter into business
activities with other toys suppliers and in particular,
the Group made an arrangement with Chaolian Toys
Trading Company Limited (“Chaolian”), a sole
proprietorship in Chao Zhou owned by Mr. Lam
Man Lung, to deal with other toys suppliers in Chao
Zhou by Chaolian on behalf of the Group. By
November 2000, the Group had advanced a total
sum of HK$5.2 million to Chaolian to financially
support its operation, delivered inventories
amounting to a total sum of HK$11.8 million to
and under the custody of Chaolian and paid
deposits to other toys suppliers in the total sum of
HK$4.6 million through Chaolian. However, the
Group’s business relationship with Chaolian ended
abruptly in mid-December 2000 when Mr. Lam Man
Lung was arrested by the ‘gong an’ (Public Security
Bureau of the PRC) for his involvement in the
attempted kidnap of Mr. Chan Chun Hung, the
former chairman of the Company and the demand
of a ransom. For prudence’s sake, a full provision
on the advance, inventories left under the custody
of Chaolian and the deposits was made.

In October 2000, Mr. Chan Chun Hung was arrested by
the Independent Commissioner Against Corruption
(“ICAC”) for his alleged involvement in a graft case
concerning certain letter of credit transactions entered
into between the Group and four private companies during
the period from April 1999 to December 1999. As far as
the directors are aware, no charge has been laid against
Mr. Chan. However, due to the wide publicity of this
incident in the press, the reputation of the Group has
been severely impaired. All bankers and suppliers either
suspended or terminated their credit facilities granted to
the Group and some of them also demanded for repayment
of all outstanding debts. This made it difficult for the
Group to carry on its normal operation with its tight
working capital.
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In early October 2000, a riot occurred within the PRC
factory. Some of our plant and machinery in the PRC
factory were seriously damaged and certain underlying
books and records of certain subsidiaries of the Company
were lost. As a result, the Group was unable to meet its
sales orders as scheduled and some customers had lost
confidence in entering into business transactions with the
Group. Furthermore, the economic recession in both the
USA and Europe has also made an adverse impact on the
Group’s business. Since October 2000, there had been a
significant drop in our turnover from a monthly average
of HK$35 million for the first half year to a monthly
average of HK$3.5 million for the remaining year. Taking
into account the keen competition faced by the Group in
the toys industry, profit margins decreased sharply and
the overall contribution from toys product was unable to
cover its fixed operating costs.

Due to the above underlying factors, the Directors have
reservation on the ability of the Group to return to the
former levels of production capacity of its PRC factory
and sales performance in the short term. By adopting a
vigilant and prudent approach, decisions were made not
to have further investment towards the expansion of the
PRC factory in the near future and a provision of HK$58
million was therefore made for the impairment in value
of construction-in-progress and fixed asset.

Due to the all above factors together the worldwide I.T.
bubble burst in the third quarter of 2000, the Group
therefore decided to discontinue its investment in
Toysmatch.com Limited and made a full provision of
HK$4.3 million against the receivable from it.

LIQUIDITY AND FINANCIAL POSITION

As at 31 March 2001, the Group had net current liabilities
of approximately HK$182,832,000. As at the date of this
report, certain suppliers and bankers of the Group had
filed writs of summonses demanding for the repayment of
the outstanding amounts due by the Group as well as
winding-up petitions against the Company and one of its
subsidiaries.
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In order to strengthen the capital base of the Group and
to improve the Group’s financial position, the directors
have been considering various alternatives to strengthen
the capital base of the Company through various fund-
raising exercises, including, but not limited to, loans from
directors, external borrowings and private placements. In
this respect, the directors entered into active negotiations
with potential investors for the purpose of seeking capital
injections into the Group.

In the meantime, the directors negotiated with the Group’s
bankers who had provided loans to the Group, trade
creditors as well as other creditors, in attempt to
reschedule the repayment terms of certain outstanding
debts of the Group and to seek their ongoing support. As
at the date of this report, although the standstill agreement
as well as the debt restructuring agreement with all the
relevant parties have not been entered into, negotiations
have been undergoing with promising progress.

Furthermore, the directors have also undertaken measures
to tighten cost control in respect of the PRC factory
overheads and various administrative expenses.

PROSPECTS

There has been a significant change in the composition of
the board of directors of the Company. All of the directors
presently in office were appointed in December 2000
except for Mr. Chan Chun Hong, Thomas who was
appointed in late October 2000 and Mr. Yu Wai Man who
was appointed in April 2001. All of them are professionals
in accounting, financial management, corporate
restructuring and have extensive experience in the retail
and manufacturing business including the toys industry.
Their invaluable professional expertise helps to strengthen
the internal control and management of the Group and
enables the Group to undergo debt restructuring smoothly
and efficiently. The Directors are confident that the retail
experience and visions of members of the board in the
toys industry will speed up the recovery of the Group.
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In order to improve the competitiveness and uniqueness
of our products, the Group is now in the course of
strengthening its R & D department. Furthermore, the
Group recently appointed a well-experienced U.S. sales
representative who does not only promote and advertise
our toys products in the U.S. market, but also assists the
Group in enhancing the design and development of toys
products in order to attract more overseas customers,
especially in the United States.

Depending on the success of the debt restructuring and
fund raising within the Group, the Directors strongly
believe that the Group will gradually recover from its
trough in the previous financial year.

EMPLOYEES

As of 31 March 2001, the Group employed approximately
920 (2000: 2,400) full time employees. Among these,
about 900 were based in the PRC and about 20 in Hong
Kong.

APPRECIATION

I would like to express my sincere thanks to all our staff
members of the Group, for their diligence, loyalty and
dedication; and to our shareholders and bankers for their
continuing invaluable support.

Lo Ming Chi, Charles
Chairman

Hong Kong
26 July 2001
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