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For the year under review, the Group recorded its turnover of
HK$180,892,000 (2004: HK$22,531,000) representing an increase
of approximately 702.9% and its loss attributable to shareholders
of HK$11,079,000 (2004: HK$30,898,000).
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Certain leasehold land and buildings with an aggregate carrying
amount of HK$43,200,000 as at 31 March 2005 (2004:
HK$43,700,000) were pledged to secure bank borrowings advanced
to the Group.

CONTINGENT LIABILITIES
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The Group's design, manufacturing and sales of toys business
is carried out by Xin Toys Factory Limited and Gadgets Yard Limited,
two subsidiaries of the Company (the “Subsidiaries”), which have
engaged a subcontractor in Dongguan, Mainland China, for the
manufacturing process. The factory premises of the Group are
located in Dongguan, Mainland China.

In May 2005, the Customs and Excise of Dongguan, Mainland
China (the "Customs”) conducted an inspection at the factory
premises of the Subsidiaries and took away certain documents
belonging to the Group. The outcome of the inspection is still
pending at the date of these financial statements.

The directors of the Company are satisfied that the business
and operations of the Subsidiaries have been properly conducted
and that there have been no irregularities in the operations of the
Subsidiaries or by any of their management or staff.

As at the date of this report, the directors are not aware of any
further action taken by the Customs against the Subsidiaries and
there is no indication of any adverse actions will be taken against
the Subsidiaries. Accordingly, in the opinion of the directors, based
on current available information, no provision for any penalties or
claims is required to be made in the financial statements.

Save as disclosed above, in the opinion of the directors, there
is no significant contingent liabilities noted as at 31 March 2005.
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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,
together with interest, costs and/or other relief, of approximately
HK$392,000 (2004: HK$2,129,000) in aggregate.

In the opinion of the directors, adequate provisions have been
made by the Group in respect of all these claims in the Group's

financial statements at 31 March 2005.

LIQUIDITY AND FINANCIAL RESOURCES
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As at 31 March 2005, 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
or Singaporean dollars. HK$30,964,000 is at fixed interest rate,
HK$34,528,000 is at floating interest rate and HK$7,007,000 is
interest-free. The total indebtedness of the Group (representing
the aggregate amounts of loans from banks, financial institutions
and loan providers) was HK$72,499,000. Among which,
HK$35,971,000 will be repayable within one year and the remaining
of HK$36,528,000 will be repayable within the second year. The
Group had net current liabilities of HK$19,982,000 and shareholders'
fund of HK$20,166,000. The Group's gearing ratio was approximately
3.6 for the year ended 31 March 2005.

During the year, the financial position of the Group has been
improved. As at 31 March 2005, the Group's aggregate cash on
hand was HK$24,000,000. The improvement was mainly due to
net proceed of HK$20,900,000 received by the Group following an
allotment of 551,360,095 ordinary shares at HK$0.01 each on 23
February 2005 at a subscription price of HK$0.04 each at the basis
of one right share for every two shares held.
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CAPITAL REORGANIZATION
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Subsequent to the balance sheet date, the directors proposed
to effect a capital reorganization scheme on 13 April 2005, which
involved the capital reduction of par value of the ordinary share
capital of the Company from HK$0.01 each to HK$0.0005 each,
the cancellation of the share premium account of the Company
and the consolidation of every twenty shares of HK$0.0005 each
resulting from the capital reduction into one consolidated share of
HK$0.01 each. The capital reorganization was approved by the
Company's shareholders on 23 May 2005.

FOREIGN CURRENCY EXPOSURE
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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 or
Singaporean dollars.

HUMAN RESOURCES
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As at 31 March 2005, the total number of employees of the
Group was about 355, among which about 7 staff were based in
Singapore, 333 staff were based in PRC and 15 staff in Hong Kong.
Apart from competitive remuneration package offered to the
employees, share option may be granted by the Group to attract
and retain talented employees. During the year, no share options
have been granted.
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