The financial year of 2001/2002 continued to be
a difficult year for the Group. Net loss from
ordinary activities attributable to shareholders for
the year was HKS$59,284,000 as compared fo
HK$279,335,000 last year. The loss is the result of
the Group’s significantly smaller scale of
operations, as a result of which the Group’s
tfurnover could not reach a scale that could
recover the Group’s fixed costs.

During the year, the Group had operated under
financial difficulties whereby financial creditors
either suspended or terminated the credift
facilities granted to the Group and some of them
further demanded for the repayment of all
outstanding debts. This made it difficult for the
Group fto carry on its normal operations with its
tight working capital position.

Together with the imposition of

stringent credit control by the Group

on sales, furnover dropped from
HK$202,682,000 in 2001 to
HKS$47,408,000 in the current year.

In order to enhance fthe
competitiveness of the Group’s toys

products to improve the turnover of

the Group, the management

adopted several measures including

modifying existing product features to lengthen
their life cycles, developing new products to
diversify the Group’s product range and
expanding market penetration info new regions
over the world.

:TE*/ “FWRFEHEAREEM

1)39*.%’& EﬁiJ:EJ*ZEE?EﬁF%E
279,335,000%5%1:[3& CHERREE TR
T B9 155 %8 %359,284,00078 7T o b Ty A A AN &
B2 BERERZWE EHARB ZEXER
N PA U [B] 7K 5 B 2 [B] TE A AN P B o

FAAEEZLEMBRRE EMBEEEAD
RS tRAASERREERE @5 E#
ANBE—TEREEMAREREER <4 E
ELEES BN BMUERETLEXBKEE-
AN NREBEAHE T HEREEZEEEH
WESEEER _TT —F 2202682000
TL N Bk E R 8 2 47,408,000 T ©

i, :
e

i =)

ih"- (P

L TH
T e, -
-

- =

RESAEEMAER ZHEFNAREARE
BrEaXE BEECRRZ ALK BN
RAAEREAERESH AL FEHE
mMASAEBEMERZ T RMBERR
RS MG 2 2BERT-



Other than the fraditional ride-on cars, cycling
toys and other pre-school toys manufactured by
the Group, the introduction of house-ware
products has gained initial success in the South-
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American market. The Group has not only been
frying to enrich its product range by entering
into die-casting model car and battery-operated
bicycle segments, but also at the same fime
considering to fade out some of its less popular
items. In addition, the Group is now considering
tfo enter info strategic alliances with certain
partners with a view to diversify its product range
and to increase its product competitiveness as
well as fo reduce the effect of seasonal
fluctuations in the toy industry in the coming
years.

Due to keen market competition, strict cost
control is one of the determinant factors for the
Group’s success in the ensuing years. The Group
will continue to source from high-quality suppliers
at the lowest possible prices in order to maintain
its cost competitiveness in the international
market.

Certain leasehold land and buildings, plant and
machinery and equipment with an aggregate
carrying value of HK$48,384,000 as at 31 March
2002 were pledged to secure bank borrowings
advanced to the Group.
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As at the date of this report, writs of summons
had been issued by certain creditors
aggregating approximately HK$3,056,000
tfogether with claims for interests thereon in
respect of purchases of goods by, and the
provision of services to, the Group. The directors
are either negotiating with these creditors with
a view to a settlement or seeking legal advice
on the handling of such actions. The directors
believe that satfisfactory resolutions fo

the actions can be achieved without

material adverse impact on the

Group. In the opinion of the directors,
adequate provisions have been

made by the Group in respect of all

the claims in the Group’s financial
statements as at 31 March 2002.

In the opinion of the directors, there is no
significant contingent liabilities noted as at 31
March 2002.

As at 31 March 2002, the Group had neither
unutilized banking facilities nor any hedging
financial instruments. All borrowings of the Group
are denominated either in Hong Kong dollars or
Renminbi at floating interest rates. The total
indebtedness of the Group was approximately
HK$255,512,000 and all the indebtedness is due
within one to two years. The Group had net
current liabilities and deficiency in assets of
approximately HK$238,481,000 and
HK$128,396,000, respectively. The ratio of total
indebfedness to tofal assets of the Group was
approximately 2.01 times.
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Subsequent to the balance sheet date, upon
the completion of the debt restructuring
exercises of the Group in late May 2002, the
cash position of the Group has been improved
as follows:

(a) cash proceeds of HK$30,000,000 before
related expenses were received for the
issue of new ordinary shares pursuant
to a subscription agreement;

(b) total borrowings owed by the Group to
its bankers of approximately
HKS$103,104,000 as at 31 March 2002 was
fully settled by (i) a cash payment of
approximately HK$20,039,000 and (ii)
the issues of convertible notes with an
aggregate principal amount of
HK$6,500,000 to its bankers; and

(c) cash proceeds of approximately
HK$40,259,000 before related expenses
were received pursuant to the Open
Offer (as detailed in note 3 to the
financial statements).

Furthermore, the Group also entered info
various settflement agreements with certain
creditors whereas the completion dates for
such settlements will be on or before 31 July
2002. Upon the completion of such settlement
agreements, the Group’s indebtedness as at
31 March 2002 will be further reduced by
approximately HK$16,264,000 in aggregate by
way of waiver and capitalization of debfts by
issuing to such creditors of new shares. The
Group shall continue to restructure its debts
and seek to raise long-term equity finance
should suitable opportunity arises.

As at the balance sheet date, there were no
significant capital commitments which
required a substantial use of the Group’s
present cash resources or external funding.
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Significant foreign currency exposure was not
expected by the Group as sales to foreign
customers were settled in US dollars and
purchases of materials were in Hong Kong
dollars or Renminbi. The directors believe that
the recent weakening of the US dollars against
other major currencies will benefit the Group
in tferms of pricing competitiveness and assist
the Group in its infernational marketing efforts.

The directors consider the Group’s employees’
efforts have significantly helped the Group to
recover from financial difficulties and are a
crucial asset tfo fuel the future growth of the
Group. As at 31 March 2002, the Group had
a total of approximately 1,140 full-fime
employees among which 1,120 were based
in the PRC and approximately 20 in Hong
Kong. In addifion to competitive remuneration
packages being offered to its employees, the
Group has a share option scheme but no
share option has been granted during the
year.

Having completed the debt restructuring in
late May 2002, the Group has substantially
improved ifs financial position and the
directors expect the level of the operations
of the Group will increase in the coming year.
The directors are confident that their
experience and professional fraining fogether
with the efforts of its employees will help the
Group fo restore to profitability in the near
future. The Group will also endeavor to
develop and strengthen its core business in
foys manufacturing and distfribution
businesses.
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With a significantly improved financial position,
the Group will seek to identify suitable investment
targets which can improve its revenue base and
cashflow.

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

Lo Ming Chi, Charles
Chairman

Hong Kong
19 July 2002
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