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MANAGEMENT DISCUSSION AND ANALYSIS

Results

For the six months ended 30 September 2003, the Group
reported an unaudited consolidated net loss attributable to
shareholders of HK$15,397,000. Resulting from the debts
of approximately HK$77,051,000 waived by the Bank Group
and a number of other creditors of the Group in 2002, the
Group recorded net profit of HK$60,752,000 for the same

period last year.

The period under review witnessed the worldwide economy
dramatically hit by the Irag war and the outbreak of Severe
Acute Respiratory Syndrome (“SARS"), which seriously
affected the business activities in all infected regions. The
Iraq war not only affected the consumer spending sentiment
but also caused a rise in the price of plastic materials, the
primary raw material utilized for the Group's core product
item — toddler cars that ultimately affected our margins
and turnover. Following the travellers’ warnings issued by
the World Health Organisation and the outbreak of SARS in
Asian countries, nearly all buyers cancelled their business
trips to Hong Kong in April and May of this year. That
further aggravated the business environment. Compared
with the same period last year, the Group's turnover dropped
to HK$11,862,000 (2002: HK$22,947,000).

With the significant impact from the Irag war and SARS, the
Group took prompt remedies including implementation of
stringent cost control on its operating and administrative
expenses, keeping the stock at lower level and scaling down

the production.

In view of the gradual recovery of global economy and the
Group's sizeable vertical integration of its production facilities
from mould development to production, there are several
OEM customers and buying agents, who are now on the
supplier list of certain chain-stores, approaching the Group
for business cooperation. The Group would, through various
business partnerships, build new clientele and develop new

products to add on to existing product lines. To broaden the
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clientele network of the Group, the Group set up a new
company in Hong Kong trading as “Gadgets Yard” with an
independent third party on 18 December 2003. The new
company is mainly engaged in the sales and marketing of
toys business as well as the development of other related
businesses. The Group owns 51% equity interest in the
new company and the independent third party holds the
rest. Through the business partnership, the independent
third party has introduced the Group new clientele and
presentation of its products by regional sales representatives
have been arranged for new clientele in United States as
well as the Latin America Market. Encouragingly, the Group
has obtained initial positive feedback.

Liquidity and Financial Resources

As at the balance sheet date, the Group’s net current
liabilities reduced significantly to approximately
HK$49,676,000 from HK$91,336,000 as at 31 March 2003.
Shareholders’ fund as at the balance date amounted to
approximately HK$26,600,000 as compared to the net
deficiency in assets of approximately HK$10,178,000
(restated) as at 31 March 2003. The improvement in the
financial position resulted mainly from the issue of
862,102,552 ordinary shares of HK$0.01 each at an offer
price of HK$0.06 each on 24 September 2003, on the
basis of four offer shares for every share held by qualifying
shareholders. Total proceeds after issuing expenses was
approximately HK$50,200,000 which not only increased
the asset base of the Group but also provided it with
additional working capital.

As at 30 September 2003, the Group's total liabilities was
approximately HK$90,766,000 and is due within one to
two years and the Group's gearing ratio (total liabilities
divided by shareholders’ funds) 3.41. Except for
approximately HK$43,852,000, which was denominated in
Renminbi, all the other liabilities are denominated in Hong
Kong dollars. As at the balance sheet date, total borrowings
was approximately HK$59,459,000. Among which,
HK$46,081,000 was at fixed interest rate and
HK$13,378,000 was at floating interest rate. Bank
borrowings amounting to approximately HK$25,748,000 are
secured by mortgages over the Group’s properties having
an aggregate
HK$44,603,000.

carrying value of approximately
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As at the balance sheet date, the Group's cash and bank
balances amounted to approximately HK$15,669,000 and
there were no significant commitments which would require
a substantial use of the Group's present cash resources or

external funding.

Pending Litigations

As at the date of this report, writs of summonses have
been issued by certain creditors aggregating to approximately
HK$2,601,000, together with claims for interest thereon in
respect of purchases of goods and provision of services.
Among which, claims of approximately HK$1,961,000 are
made against a subsidiary which has been dormant. In the
opinion of the directors, adequate provisions have been
made by the Group in respect of these claims in the Group's
unaudited interim financial statements as at 30 September
2003.

Human Resources

As at 30 September 2003, the Group employed a total
number of 506 full-time employees, among which, 479
staff were based in PRC and 27 staff in Hong Kong. Apart
from competitive remuneration package offered to the
employees, share options may also be granted in order to
attract and retain talented employees. During the six months
ended 30 September 2003, no share options have yet

been granted.

Prospects

The Group's objectives are to promote the strength of its
factory's facilities, to build a pool of anchor clients for
different business services and to penetrate the largest
market of toys industry through new partnerships. In the
forthcoming years, the management will also strength its
investments with stable revenue generating powers by
looking for new investment opportunities, which will place

the Group on the path to steady growth.
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