MANAGEMENT DISCUSSION AND ANALYSIS

Results

For the six months ended 30 September 2004, the Group's
turnover rose by 606% to HK$83,758,000 as compared
with HK$11,862,000 in the corresponding period last year
and the Group recorded an unaudited consolidated net
loss attributable to shareholders of HK$9,151,000 (Six
months ended 30 September 2003: net loss of
15,397,000). The improvement in turnover and results were
mainly due to the contribution from the supply and

procurement business in Asia Pacific region.

Through the business partnership in a joint venture company
named as “Gadgets Yard Limited” in which the Group and
an independent third party own 51% and 49% of equity
interests, respectively, the Group has successfully broadened
its clientele network and developed reliable relationship
with customers. It was encouraging to note that sales in
toys business has an increase of 549% over that in the
corresponding period last year. However, due to the price
of crude oil maintained at a high level throughout the period
that led to an increase in the price of plastic materials, the
primary raw material utilized for the Group's core product
item — toddler cars, the overall performance of toys business
still operated in loss during the period under review. The
escalating price of plastic materials further aggravated the

business environment in toys industry.

By the formation of a joint venture company named as
“Xin Procurement and Trading Pte. Ltd.” (“Xin Procurement”),
in which the Group and connected party own 51% and
49% of equity interests, respectively, for the provision of
the supply and procurement business in Asia Pacific region,
Xin Procurement commenced its business in April 2004
and provided the Group with a stable revenue income
source. During the period under review, Xin Procurement
recorded a turnover of HK$65,505,000 and unaudited
segment profit of HK$3,794,000. Leveraging on our sourcing
network, diverse customer base together with the recovery
of the global economy, the management is confident that
the Group is well equipped to diversify its business into
the provision of the supply and procurement business which
will serve to provide a stable revenue income source for

the Group.
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MANAGEMENT DISCUSSION AND ANALYSIS (continued)

EEENWE DN ()

Liquidity and Financial Resources

As at the balance sheet date, the Group’s net current
liabilities was HK$73,513,000. Shareholders’ fund as at the
balance sheet date amounted to approximately HK$717,000.

As at 30 September 2004, the Group's total indebtedness
(representing the aggregate amounts of interest bearing
loans from banks, financial institutions and loan providers)
was approximately HK$64,162,000 and is due within one
to two years and the Group’s gearing ratio (total
indebtedness divided by shareholders’ funds) was 89.49.
HK$40,784,000 of the total indebtedness is at fixed interest
rate and HK$23,378,000 at floating rate. Except for
approximately HK$22,617,000, which was denominated in
Renminbi, all the other indebtedness are denominated in
Hong Kong dollars. As at the balance sheet date, bank
borrowings amounting to approximately HK$22,617,000 are
secured by mortgages over the Group's properties having
an aggregate carrying value of approximately
HK$42,623,000.

In order to strengthen the capital base of the Group and to
improve the Group's financial position, immediate liquidity
and cash flow, the directors of the Company are considering
various alternatives through various fund raising exercises,
including but not limited to, a private placement, an open
offer or a rights issue of new shares of the Company.

Pending Litigations

Claims for outstanding trade debts were brought by several
suppliers and other miscellaneous creditors against the
Group in prior years in respect of goods supplied and
services provided for, together with interests, costs and/or
other relief, of approximately HK$2,129,000 in aggregate.
A full provision thereof has been made.

In the opinion of the directors, adequate provisions have
been made by the Group in respect of all the above claims
in the Group's condensed consolidated financial statements
as at 30 September 2004.

Human Resources

As at 30 September 2004, the Group employed a total
number of 443 full-time employees, among which, 428
staff were based in PRC and 15 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 2004, no share options have yet
been granted.
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MANAGEMENT DISCUSSION AND ANALYSIS (continued)

Prospects

To monitor and evaluate the toys business, to further
develop the supply and procurement business, to implement
cost control measures and to consider other alternatives
which could maximize shareholders’ return have been the
key strategies of the Group. The directors believe that the
Group will improve its profit margins and turnover in the

forthcoming years.
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